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‘Gae Arata a2 £1] As one of Canada’s premier financial services institu- 
Corpc rate Profi le tions, we have leading positions in many Canadian 


markets. In all, our people serve 10 million individual 
and business customers worldwide. 


We are the leading provider of residential mortgages, business financing and deposits. 
Our investment dealer, RBC Dominion Securities, has the highest market share in most 
of its domestic markets and we are the third-largest provider of mutual funds (first 
among banks). We own the second-largest discount broker, Royal Bank Action Direct, 
and have by far the largest custody operations. We are the largest Canadian bank- 
owned insurer and one of the fastest growing in the country. We are the leader in travel 
insurance and creditor products and we have a major presence in the global reinsurance 
market. Our domestic delivery network includes more than 1,300 branches and other 
units, and 4,500 bank machines. Alternative delivery channel provider Royal Direct 
allows online and telephone account access and is currently used by more than 1.26 mil- 
lion online and 2 million telephone customers. 


Internationally 

We provide corporate and investment banking, trade finance, correspondent banking, 
treasury and securities custody services to business customers. Our U.S. operations 
include Atlanta-based Security First Network Bank, New York-based Bull & Bear 
Securities Inc., Prism Financial Corporation of Chicago, and Liberty Life Insurance 
Company and Liberty Insurance Services Corporation based in Greenville, South Carolina. 
We expect to complete the acquisition of Minneapolis-based retail brokerage and 
investment banking firm Dain Rauscher Corporation in the first quarter of fiscal 2001. 
We have a retail network in the Caribbean and our acquisition of Ernst & Young Trust 
Company (Jersey) Limited expanded our substantial global private banking operations. 
Our international network includes 300 offices in more than 30 countries. 
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% growth 
(C$ millions, except per share and percentage amounts) Renee 2000 1999 1998 1997 1996 
Earnings 
Net interest income (1) Sy SOR fe 5 152s SS 1Ol (Ss 510382) $4675 
Non-interest revenue 22 6,680 5,491 4,997 4,288 3,266 
Gross revenues (1) 13 11,987 10,643 10,098 9,320 7,941 
Provision for credit losses (9) 691 760 by/5 380 570 
Non-interest expenses i 7,628 7,141 6,510 6,071 Ballov, 
Net income 28 2,208 725) iL 2 1,654 1,330 
Return on common equity 400 bp 19.3% 15.3% 17.6% 18.3% 15.7% 
Return on common equity, cash basis (2) 430 bp 20.2% 15.9% 18.3% 19.1% 16.2% 
Economic profit (3) 111% TAZ. 340 461 382 130 
Balance sheet and off-balance sheet data 
Loans 9% $ 167,812 $ 154,050 $ 157,392 $149,955 $ 133,643 
Assets 8 294,054 273,298 281,074 247,079 227,477 
Deposits 10 206,237 187,897 180,005 IVS 228) 161,817 
Common equity 8 11,296 10,435 9,748 8,878 8,025 
Assets under administration 21 1,175,200 967,800 829,200 783,300 522,100 
Assets under management 13 92,300 81,600 73,400 67,700 51,200 
Capital ratios (Canadian basis) (4) 
Common equity to risk-adjusted assets 20 bp 7.3% 71% 6.2% 5.8% 6.0% 
Tier 1 capital 50 bp 8.6% 8.1% 7A% 6.8% 7.0% 
Total capital 80 bp 12.0% 11.2% 10.5% 10.0% 9.4% 
Capital ratios (U.S. basis) (5) 
Common equity to risk-adjusted assets 20 bp 7.2% 7.0% 6.1% 5.8% 6.0% 
Tier 1 capital 20 bp 7.8% 7.6% 6.8% 6.4% 6.8% 
Total capital 60 bp 11.3% 10.7% 10.1% 9.8% 9.5% 
Common share information (6) 
Shares outstanding (in thousands) 
End of year (2)% 602,398 617,768 617,581 616,671 621,059 
Average basic (3) 606,389 626,158 617,324 617,812 628,242 
Average fully diluted (4) 609,865 632,305 633,626 632,052 628,242 
Earnings per share 
Basic 37/ $ 3.42 $ 20) 8S 2.64 $¢ 246 eS 1.89 
Fully diluted Si// 3.40 2.48 2.58 2.42 1.89 
Cash basis, basic (2) Si/ 3.57 2.61 2.74 Zao, 1.95 
Cash basis, fully diluted (2) 37 3255 2.60 2.69 PSY 1.95 
Share price 
High 16 SEAS oom Pome loe > | 46.10) S$) 38:23 $ 22.20 
Low (8) 27.25 29.65 28.75 22.00 14.88 
Close 52 48.30 SL. /3 SE)-5)5) 37.68 PPX AMS) 
Dividends per share Dil 1.14 0.94 0.88 0.76 0.67 
Book value per share — year-end 11 18.75 16.89 15.78 14.40 12.92 
Market capitalization (¢$ billions) 48 2951 19.6 22.0 ZS re. 13.8 
Number of: 
Employees (full-time equivalent) (5)% 49,232 biFsgl Bil 7/TAS) 48,816 46,205 
Automated banking machines ~ 4,569 4,585 (Al ey T/ 4,248 4,215 
Service delivery units 
Canada (5) 333 1,410 1,422 FASS 1,493 
International (7) 209 306 99 106 105 103 


(1) Taxable equivalent basis. 


(2) 
goodwill and other intangibles. 
(3) 
intangibles) less a charge for the cost of common equity. 
(4) 
(5) 
(6) 


(7) 


Fully Diluted Earnings Dividends 
per Share (C$) per Share (C$) 
3.40 1.14 
.94 
2.58 2.48 0.88 uae 
eee 0.76 
1.89 0.67 
96 97 98 99 00 96 97 98 99 00 


Using guidelines issued by the Superintendent of Financial Institutions Canada and Canadian GAAP financial information. 
Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information. 

On October 5, 2000, the bank paid a stock dividend of one common share on each issued and outstanding common share. The effect is the same as a two-for-one share split. 
All common share information has been restated to reflect this stock dividend. 

International service delivery units include branches, specialized business centres, representative offices, agencies and subsidiaries. 


Book Value per Share 
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Cash basis return on common equity, earnings per share and fully diluted earnings per share are computed by adding back to net income the after-tax amount of amortization of 


Economic Profit is cash operating earnings (i.e., net income available to common shareholders excluding the impact of one-time items and amortization of goodwill and other 


Tier 1 Capital Ratio 


(Canadian basis 
8.6% 
8.1% 
7.0% 6.8% 
L 
96 97 98 99 00 
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John E. Cleghorn 
Chairman & Chief Executive Officer 


Building Relationships 
in the New Economy 


We believe that building strong relationships with all our stakeholders, particularly our 
customers, is critical to our growth and prosperity. Technology and global competition 
have made it vital for us to forge stronger bonds with our customers, to meet their needs 
at their convenience, either online or face-to-face. We are focused on meeting this con- 
tinuous challenge of managing relationships in this new economy. Our significant 
achievements over the past year — both financial and strategic — are a solid indication of 
our success and potential. 


Financial Performance 

| am proud of the terrific performance of our people throughout the organization — espe- 
cially in the areas of revenue growth and cost control. We recorded solid double-digit 
revenue growth for the full year, with Wealth Management growing at twice the bank’s 
average growth, and our other businesses also making strong contributions to the top-line 
growth. We met two aggressive cost management targets — savings of $400 million by the 
end of the year and an operating efficiency ratio of 59.5 per cent (using Canadian GAAP) 
exiting the fourth quarter. It required tremendous effort on the part of our team to achieve 
those objectives and we’re aiming to improve our cost competitiveness even further. 
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Our Vision is to be Canada’s 
premier financial services 
provider, with committed 
people working as a team to 
create customer and share- 
holder value. 


Our Focus is on improving 
performance in each of our 
businesses to achieve con- 
sistent and superior returns 
for our shareholders. 


Our Key Priorities are strong 
financial performance, inter- 
national expansion, eBusi- 
ness leadership and growth 
of high-return or high-P/E 
multiple businesses. 


Peter W. Currie Gordon J. Feeney Anthony S. Fell Suzanne B. Labarge 

Vice-Chairman Deputy Chairman Deputy Chairman, Royal Bank Vice-Chairman 

Chief Financial Officer Chairman Chief Risk Officer 
RBC Dominion Securities 


As you will note on page 5, we met virtually all the financial objectives we had estab- 
lished for this year and have set even more aggressive targets for 2001, notably in the 
areas of earnings and revenue growth. We pursued our strategic priorities of interna- 
tional expansion, eBusiness leadership and growth of high-return or high-price-earnings 
multiple businesses with vigour, as detailed on pages 6 to 9. 


International Expansion 

We took a number of steps to grow our operations and expand our presence in the United 
States. Through the acquisitions of Prism Financial, Liberty Life and Liberty Insurance 
Services (which closed on November 1, 2000) and Dain Rauscher Corporation (expected 
to close in the first quarter of our 2001 fiscal year), we are developing a presence in mort- 
gage financing, insurance and full-service brokerage, while strengthening our invest- 
ment banking capabilities. 


We are pursuing cross-selling opportunities amongst all our U.S. subsidiaries, including 
Atlanta-based Security First Network Bank, using our successful cross-selling experi- 
ence in Canada. Having flourished as a diversified financial services provider in Canada 
for well over a decade, we expect to apply that same teamwork in the United States. 
Each of our business segments is looking at expansion opportunities on a North 
American basis and we expect to further build our U.S. presence, both organically and 
through selective acquisitions. 


In Europe, we are taking an even more focused approach and have expanded our 
Corporate & Investment Banking platform by hiring a structured finance team in London. 
Our Wealth Management platform expanded when it purchased Ernst & Young’s private 
banking operations in Jersey, Channel Islands. 


eBusiness Leadership 

Our Canadian online client base continues to grow rapidly and more than doubled 
during the year to over 1.2 million customers. We introduced wireless banking in 
2000 and entered into a host of eBusiness partnerships to bring more online services 
to our clients. 
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Martin J. Lippert W. Reay Mackay Gordon M. Nixon James T. Rager W. James Westlake 
Vice-Chairman Vice-Chairman Deputy Chairman & CEO Vice-Chairman President & CEO 
Chief Information Officer Wealth Management RBC Dominion Securities Personal & Commercial Banking RBC Insurance 


Growth of High-Return Businesses 

Our primary focus is on Wealth Management, but all business segments have selected 
areas for priority growth. The Transaction Processing businesses, which attract high-P/E 
multiples, were brought together under a separate umbrella this year. We continue to 
restructure or sell lower performing businesses, such as the corporate card business 
sold to U.S. Bancorp earlier this year, while pursuing joint ventures where appropriate. 
For example, we have formed a joint venture (Moneris Solutions) with Bank of Montreal 
to provide North American merchants with card-based transaction processing services. 


Shareholder Returns 

To help us maximize shareholder value, we are measuring the Economic Profit of our 
businesses, in addition to using traditional measures such as return on equity and earn- 
ings growth. Economic Profit is cash operating earnings less a charge for the cost of 
common equity employed. Our total Economic Profit more than doubled this year and 
has grown at a compound annual rate of 53 per cent in the last five years. Details are 
provided on page 23. 


For our shareholders, we announced a stock dividend during the year, which has the 
same effect as a two-for-one share split. Our last share split took place in 1990. We also 
raised our common share dividends twice this year, for a total increase of 21 per cent. 
On November 21, we announced a further 10 per cent increase in our quarterly com- 
mon share dividend effective the first quarter of 2001. 


Our shareholders benefited from a 56 per cent total return on their Royal Bank share- 
holdings in 2000. Our share price, relative to book value and to earnings projected by 
analysts for 2001, is now the highest among the six largest Canadian banks. We are 
aiming to build upon this position, through strong financial performance and the con- 
tinued pursuit of our strategic priorities. 


Se 


John E. Cleghorn 
Chairman & Chief Executive Officer 
December 12, 2000 
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Performing Against Objectives 


2000 Performance versus 
Objectives 


Objective 1: Valuation 

Maintain valuation levels (share price/book 
value and share price/earnings) that are 
in the top quartile of the TSE Banks and 
Trusts Index. 

Performance: 

Share price/book value of 2.6 times at 
October 31, 2000 — in first quartile. Share 
price/earnings of 13.1 times (based on 
analysts’ average earnings estimate for 
2001), also in first quartile. 


Objective 2: Earnings Growth 

Grow core fully diluted earnings per 
share (i.e., excluding one-time items) by 
12-14%. 

Performance: 

Core fully diluted earnings per share up 
29% from 1999. 


Objective 3: Return on Common Equity 
Achieve a return on common equity within 
medium-term goal range of 17-20%. 
Performance: 

Return on common equity of 19.3% in 
2000. 


2001 Objectives 

Objective 1: Valuation 

Maintain valuation levels (share price/book 
value and share price/earnings) that are 
in the top quartile of the TSE Banks and 
Trusts Index and record share price 
growth above the average for the TSE 
Banks and Trusts Index. 


Objective 2: Earnings Growth 
Grow fully diluted earnings per share by 
10-15%. 


Objective 4: Revenue Growth 

Achieve revenue growth in the mid-single 
digits and maintain or enhance market 
shares in personal banking products and 
mutual funds. 

Performance: 

Core revenue growth of 14%, well in 
excess of the objective. Market shares 
(compared to all financial institutions in 
Canada) for personal loans unchanged at 
16.3% compared to a year ago, but down 
to 15.3% from 15.4% for residential 
mortgages, to 15.7% from 15.8% for 
personal deposits, and to 8.1% from 
8.6% for mutual funds. 


Objective 5: Expense Growth 

Contain expenses to allow achievement of 
a 59.5% efficiency ratio (using Canadian 
GAAP) exiting the fourth quarter of 2000. 
Performance: 

Using Canadian GAAP, operating effi- 
ciency ratio (i.e., excluding expenses and 
revenues of strategic initiatives, costs of 
Stock Appreciation Rights and one-time 
expenses and revenues) of 59.5% in the 
fourth quarter, in line with the target and 
significantly improved from 64.8% a year 
ago. Total efficiency ratio of 64.5% in 
the fourth quarter, an improvement from 
67.1% a year ago (on a core basis). 


Objective 3: Return on Common Equity 
Achieve a return on common equity of 
18-20%. 


Objective 4: Revenue Growth 
Achieve revenue growth of over 10%. 


Objective 5: Expense Growth 
Grow operating expenses at a lower rate 
than operating revenues. (1) 


Objective 6: Portfolio Quality 

Achieve a ratio of specific provisions for 
credit losses to average loans (including 
reverse repurchase agreements) and 
bankers’ acceptances of .30-.40%. 
Performance: 


32%. 


Objective 7: Capital Management 
Maintain strong capital ratios, while 
completing the 3.5% share repurchase 
program announced in May 1999 (the 
program was expanded in February 2000 
to 6% of outstanding shares). 
Performance: 

Capital ratios remained strong, even while 
19.7 million common shares were repur- 
chased during the year (the share repur- 
chase program expired June 23, 2000). 
Total repurchases since June 1999 were 
30.2 million shares or 4.8% of shares out- 
standing in June 1999. Common equity 
to risk-adjusted assets of 7.3%, up from 
7.1% at October 31, 1999. Tier 1 capital 
ratio of 8.6% and Total capital ratio of 
12.0%, up 50 and 80 basis points, 
respectively, from October 31, 1999. 


Objective 6: Portfolio Quality 

Achieve a ratio of specific provisions for 
credit losses to average loans (including 
reverse repurchase agreements) and 


bankers’ acceptances of .30-.40%. 


Objective 7: Capital Management 
Maintain strong capital ratios. 


(1) Operating expenses exclude expenses of 
strategic initiatives, Stock Appreciation Rights and 
one-time expenses, while operating revenues exclude 
revenues associated with strategic initiatives and 
one-time revenues. 


Medium-Term (3-5 year) Goals (1) New Old 
Profitability 
Return on common equity 20%+ 17-20% 
Earnings per share growth 15%+ n.a. 
Revenue growth 8-10% n.a. 
Efficiency (2) n.a. 59.5% 
Specific provisions for credit losses (3) .30-.40% 35-45% 
Dividend payout ratio (4) 30-40% 30-40% 
Capital adequacy (Canadian GAAP) 
Common equity to risk-adjusted assets 7% 7% 
Tier 1 capital 8% 8% 
Total capital 11-12% 11-12% 


(1) Using U.S. GAAP, except capital ratios and specific provisions for credit losses ratio, which are under Canadian GAAP. 
(2)  Non-interest expenses as a percentage of gross revenues on a taxable equivalent basis. See page 34 for discussion. 
(3) Asa percentage of average loans (including reverse repurchase agreements) and bankers’ acceptances. 
(4) | Common share dividends as a percentage of net income after preferred share dividends. 


Royal Bank of Canada 05 


Pursuing Our Strategies 


International Expansion 


All of Royal Bank’s businesses have global mandates. We are focused on building an 
integrated, broad-based financial services company in the U.S., expanding via acqui- 
sitions, alliances and organic growth. We expect to continue growing international 
revenues and earnings — in 2000, 16 per cent of revenues and 30 per cent of net 
income originated outside Canada. 
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We are targeting areas where we have a competitive 
advantage and can generate value and growth for our 
shareholders, searching for manageable acquisitions 
that extend our business lines and core competencies. 
Generally, acquisitions should be cash accretive within 
three years. Over the past year, we have announced or 
completed investments of over $3 billion to build inter- 
national operations, including the acquisitions of Liberty 
Life Insurance Company and Liberty Insurance Services 
Corporation, which closed on November 1, 2000, and 
Dain Rauscher Corporation, which is expected to close 
in the first quarter of our 2001 fiscal year. 


Personal & Commercial Financial Services 
Chicago-based Prism Financial Corporation, acquired 
in April for US$115 million, originates, sells and bro- 
kers residential mortgage loans. It has been one of 
the fastest-expanding mortgage companies in the 
US$4.5-trillion mortgage market, growing over 
300 per cent since 1997. Prism has a rapidly expand- 
ing Internet origination capability and a successful 
online private labelling strategy. 


In August, Prism announced its purchase of AMRESCO's 
Builder Finance Group, allowing the Group to offer 
financing to home builders who have relationships 
with Prism, and Prism mortgages to Group customers. 


Insurance 
The US$580-million acquisition of Greenville, S.C.- 
based Liberty provides a U.S. platform to expand into 


other forms of insurance and distribution, a stable 
earnings stream, a presence in both the growing direct 
and emerging fee-based administration businesses 
and a well-known brand in the Southeastern U.S. 
Liberty also presents cross-selling opportunities to 
customers of Prism and Security First Network Bank. 


Wealth Management 

In September, we announced the US$1.456-billion 
acquisition of Minneapolis-based Dain Rauscher Cor- 
poration. It is a recognized U.S. brand that will pro- 
vide an established U.S. presence in full-service retail 
brokerage and investment banking and a foundation 
for further growth. 


We became one of the largest international trust com- 
panies in the Channel Islands, following our January 
acquisition of Ernst & Young Trust Company (Jersey) 
Limited, adding approximately 4,000 trust clients 
based largely in Europe and southern Africa and £6 bil- 
lion in assets under administration. 


Corporate & Investment Banking 

In addition to expected benefits from the Dain Rauscher 
purchase, our goal in the U.S. is to grow by building or 
hiring teams and through niche acquisitions in areas 
where we have some expertise. We have hired invest- 
ment banking and research teams in the energy, high- 
yield and telecommunications areas. Outside North 
America, we will continue to develop our successful 
niche operations. We want to build our credit derivatives 
and global equity derivatives operations in Europe, 
while adding to our structured finance team in London. 


eBusiness Leadership 


Royal Bank’s goal is to be the leading electronic business financial company in Canada 
with a presence around the world, by building global eBusiness products and services 
and trusted relationships that continually draw customers to us. Our strategy is to part- 
ner with leading organizations to leverage the full potential of the Internet by making 
services more convenient, powerful and accessible for customers. 


Our integrated banking and brokerage capabilities and 
partnerships, including that with AOL Canada, Inc., 
announced in July 1999, have increased our online cus- 
tomer base to 1.26 million as of October 31, 2000 — 
an increase of almost 140 per cent in 12 months. 
Clients are performing online transactions at a rate of 
27 million per year. 


In July 2000, we became the first Canadian financial 
institution to announce an account aggregation ser- 
vice. With CashEdge, clients will be able to track all 
of their accounts at any financial institution online 
through a single password at roya/bank.com. We also 
introduced wireless banking with Montreal-based 
Microcell Solutions Inc., allowing Canadian clients to 
bank online using Microcell’s Fido-branded digital 
cellular phones. In June, we strengthened our commit- 
ment to wireless service with our 20 per cent equity 
investment in Sona Innovations Inc., a new Toronto- 
based company bringing wireless banking and broker- 
age to the Palm personal digital assistant and other 
wireless devices. 


Our business customers will soon profit from our 
recently announced superhorizontal electronic mar- 
ketplace with TradeMC, an online trading hub poten- 
tially reducing the cost of such supplies as office 
equipment and industry-specific capital goods, and 
opening up new international markets for vendors. This 
complements our alliance in May with Montreal-based 


Mediagrif Interactive Technologies, to build industry- 
focused electronic marketplaces, bringing special- 
ized industry buyers and sellers together from around 
the world. 


All of our eBusiness initiatives are anchored by a 
robust technology infrastructure. We were one of 
100 companies worldwide recognized by C/O maga- 
zine, a technology publication for IT professionals 
(www.cio.com), for our excellence in customer rela- 
tionship management (CRM) strategy and the resulting 
innovative customer service capabilities. Our CRM 
efforts and WorldProtect®, RBC Insurance’s Internet 
application for online travel insurance sales, both 
received a prestigious Award of Excellence from 
the Canadian Information Productivity Awards. CIPA, 
Canada’s largest business awards program, honours 
companies that leverage and promote information tech- 
nology as a strategic management tool (www.cipa.com). 


On the strength of our Web site, royalbank.com, we 
were named the world’s top-ranked bank for electronic 
finance by U.K.-based Lafferty Group, a leading 
provider of business intelligence. Roya/bank.com also 
received Media Metrix Canada’s rating of Canadians’ 
most popular financial services Web site destination for 
July. In August, our Atlanta subsidiary, Security First 
Network Bank, was rated “best overall” Internet bank 
in the U.S. for the seventh consecutive quarter by 
Gomez Advisors, an independent electronic commerce 
research firm (www.gomez.com). Gdmez also ranked 
Royal Bank Action Direct best among bank-owned 
self-directed brokerage firms in Canada in September. 
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Growth of Our Businesses 


In September, Royal Bank was named Canada’s “Bank of the Year” by Financial Times’ 
The Banker magazine in the London-based publication’s inaugural global awards for 


the best banks in the world. 
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Personal & Commercial Financial Services 

In November 1999, Royal Bank’s four Telephone/ 
Internet Banking Call Centres were certified by 
the International Organization for Standardization 
(www.iso.ch), making Royal Bank the first North 
American financial institution to achieve certification 
for meeting ISO 9001 quality standards. 


In March, Royal Bank Ventures Inc.’s incubated start- 
up, PrimeStreet Corporation, completed its first round 
of venture capital financing. The Boston company, 
a leading-edge enabler of online credit solutions for 
companies serving the small business market, secured 
US$38 million, the largest first-round financing for a 
business-to-business e-commerce company to date. 


In May, Royal Bank purchased Chicago-based Bank 
One’s Canadian retail credit card business and in June, 
with Bank of Montreal (including U.S.-based Harris 
Bank), announced a joint venture merchant card ser- 
vices company, called Moneris Solutions, to provide 
North American merchants with card-based transac- 
tion processing services. Earlier, in April, the bank sold 
its commercial card business to U.S. Bancorp, based 
in Minneapolis, and entered a distribution agreement 
for co-branded corporate and purchasing cards. 


Insurance 

In May, Royal Bank acquired the Canadian individual 
life insurance and annuity business of Prudential of 
America Life Insurance Co. (Canada), and a 15 per cent 
interest in PPI Partners, a leading provider of insur- 
ance and related financial products to high net worth 
Canadians. 


Wealth Management 

In December 1999, Royal Bank Action Direct extended 
the trading hours for investors who want to trade on 
the Nasdaq extended session. 


In March, Royal Bank Action Direct Internet invest- 
ment service was enhanced with the introduction of 
NetAction 2.0. Clients receive customized access to 
the markets, an express sign-in page, online password 
selection and single-click navigation to all key services. 


In June, Royal Mutual Funds Inc. launched Royal Select 
Choices Portfolios™, Royal e-Commerce Fund™ and 
Royal Canadian Bond Index Fund™ The first gives 
investors easy, no-load access to some of the best 
brand name fund companies in Canada: AGF Funds, 
C.I|. Mutual Funds, Fidelity Investments, Mackenzie 
Financial, Trimark Investments and Royal Mutual Funds. 


In September, Royal Bank and Globe Interactive, part 
of Toronto-based Thomson Corporation, announced an 
exclusive alliance to provide individual. investment clients 
with immediate online access to globeandmail.com 
breaking news, mutual fund and equity information. 
Royal Investment Services is the only investment ser- 
vices provider in Canada to offer this service to its clients. 


In September, RBC DS Online, an Internet-based ser- 
vice for retail brokerage clients, was launched. It offers 
a range of services to RBC Dominion Securities clients 
including: real-time quotes, access to third-party U.S. 
equity research, RBC DS research, business news and 
market information. For clients who want more, RBC DS 
Online provides access to their bank and full-service 
and self-service brokerage accounts. 


Transaction Processing 

In 2000, Royal Bank, using the Royal Trust brand, 
continued to achieve top rankings in international cus- 
tody surveys. The bank was top-rated among Canadian 
custodians for the 12th consecutive year (Global 
Custodian, Agent Bank Review 2000); named No. 1 in 
Canada for subcustody service quality for the fifth year 
running (GSCS Benchmarks, 2000 Review of Subcus- 
todian Services); No. 2 in the world for quality of global 
custody service (R&M Consultants, Global Custody Sur- 
vey 2000); and No. 3 worldwide for global custody service 
quality (Global Investor, Global Custody Survey 2000). 


Corporate & Investment Banking 
In 2000, RBC Dominion Securities’ (RBC DS’) mergers 
and acquisitions capability was highly ranked by 
several independent international sources including 
Euromoney magazine, which named the firm best 
domestic M&A house in Canada, and U.S.-based The 
Daily Deal, which called RBC DS Canada’s “dealmaker 
at the top of the league tables.” RBC DS again advised 
on the majority of Canada’s M&A transactions including 
BCE Inc.’s spin-off of Nortel Networks, and the acqui- 
sitions of Donohue Industries by Abitibi-Consolidated, 
Clearnet Communications by TELUS Corporation and 
- Trimark Financial by AMVESCAP PLC. 


In October, RBC DS was ranked the No. 1 investment 
bank by TSE 300 corporations and top institutional 
investors, and as producer of best broker research by 
fund managers, in Tempest Consultants’ 2000 Reuters 
Survey of Canadian Companies. The survey reveals 
that RBC DS outperformed not only its domestic com- 
petitors but also the wide field of U.S. investment 
banks now active in the Canadian market. 


At the end of 2000, RBC DS introduced its award- 
winning Internet-based trading platform, FX Direct®, 
to the Australasian marketplace. Previously launched 
in the Americas and Europe, it is now one of the 
world’s first 24-hour foreign exchange Internet dealing 
services. As well, the firm’s innovative online debt 
distribution system, newissueDirect, offered Canada’s 
first “e-bond” on the Web. 


In March, Royal Bank announced an agreement with 
Atlanta-based Magnet Communications to develop spe- 
cialized online banking and Web-based cash manage- 
ment services for North American businesses. In May, 
the bank announced a joint venture with Bottomline 
Technologies of Portsmouth, N.H., to create Web- 
based custody and related product applications for 
institutional investors. 


In April, Royal Bank announced it would provide cus- 
tody and settlement services directly through CREST, 
the electronic settlement system for British and Irish 
securities, with the goal of providing a global platform 
of integrated solutions to bank and fund manager 
clients. In August, approximately 9,000 client posi- 
tions representing $19 billion in assets under adminis- 
tration were transferred from Bank of New York Europe 
into CREST under Royal Bank. 


In August, Royal Bank became the first bank in Canada 
to offer client banks access to returned item images on 
the Internet. The Report Direct™ service has improved 
client access to information and reduced investigations. 


In August, Royal Bank’s Global Securities Services 
announced that it had acquired the performance mea- 
surement business of SEI Investments Canada. Known 
as the Funds Evaluation Service, this business mea- 
sures and evaluates investment portfolio performance 
for more than 300 institutional clients. 
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Serving Our Stakeholders 


Strong Relationships 


Royal Bank’s success is due to the strong relationships we build with our customers, 
shareholders, employees and communities. Our employees’ personal attention to cus- 
tomers, our creation of a positive, healthy workplace for employees, our accountability 
and responsibility to shareholders and our commitment to communities reflect our values 
and are a strong foundation for our future. 
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Our Customers 

We are committed to helping our customers achieve 
their goals. Our strategy is to provide a seamless and 
integrated client experience, whether our customers 
deal with us through our branch or ATM network, via 
telephone or the Internet. We use customer information 
management, surveys and focus groups to deepen and 
build relationships. Client surveys confirm our signifi- 
cant progress in customer problem resolution. 


Office of the Ombudsman 

Prompt, efficient attention to complaints is an inte- 
gral component of our commitment to customer care. 
For concerns not resolved through the bank’s estab- 
lished problem management process, the Ombudsman 
provides an impartial dispute resolution channel. 
More information is available at branches, online at 
royalbank.com/ombudsman or by contacting the 
office at: P.O. Box 1, Royal Bank Plaza, Toronto, 
Ontario, Canada, M5J 2J5. Tel: 1-800 ROYAL-42 
or 416-974-4591. Fax: 416-974-6922. E-mail: 
ombudsman@royalbank.com. 


Our Shareholders 

We are focused on maximizing shareholder value 
through strong financial performance and returns, 
eBusiness leadership, international expansion and 
growth of high-return or high-P/E multiple businesses. 
We also use Economic Profit as a measure of business 
performance. This past year, shareholders benefited 
from a 56 per cent total return on their share holdings 


and, of all Canadian banks, the highest share price rel- 
ative to book value and 2001 earnings projected by 
analysts. We aim to retain this valuation leadership. 


Our Employees 

We value and deliver leading-edge workplace practices, 
employee development, competitive market-driven 
compensation and diversity. Our people are high per- 
formers whe welcome new challenges and create new 
ideas to better serve our stakeholders. Our focus on 
aggressive business goals is matched by a commitment 
to build a workplace that gives employees opportunities 
to learn and develop as leaders and creative thinkers. 
We are pleased that approximately 85 per cent of eli- 
gible employees own Royal Bank shares through the 
Royal Employee Savings and Share Ownership Plan. 


Our Communities 

In 2000, for the fifth consecutive year, Report on 
Business Magazine named Royal Bank top corporation 
in Canada for “corporate responsibility.” Our support 
ranges from grants to youth, education, health and 
other community enhancement projects: our donations 
totalled more than $26 million this year. We also 
invested over $15 million in amateur athletics, the 
arts and community events. But it goes beyond money. 
The contributions that really make a difference are 
from our employees: thousands of people, sharing 
their time, skills and knowledge to help communities 
right across Canada and the world. For more informa- 
tion, visit our Web site roya/bank.com/community. 


Jur. 
Businesses — 


Personal & Commercial Financial Services 
Wealth Management 
Corporate & Investment Banking 


Transaction Processing 


Foundations 


Personal & Commercial 


Financial Services 


Objectives 


We provide personal and commercial banking services and insurance, 
operating primarily under the Royal Bank and RBC Insurance brands. 
Our objective is to grow profitable relationships in Canada and the U.S. 
with each one of our personal and business customers by delivering a 
tailored and personalized customer experience. 


Strategies 


Our people are building customer relationships and growing revenues by accelerating 
customer segmentation initiatives, improving sales effectiveness, developing electronic 
offerings and relationships and pursuing a buy/build approach in the U.S. We will 
continue to aggressively manage costs through lowered costs of purchased goods and 
services, simplified product lines and by offering our customers numerous service 


and delivery options. 


Personal & Commercial Banking 

We are the largest provider of personal and business 
deposits and residential mortgage financing, serving 
nearly 10 million individual and business customers 
across Canada, with an increasing presence in the U.S. 
and a significant Caribbean network. Our expertise in 
customer relationship management, data warehousing 
and predictive modelling enables us to organize and 
segment our customers based on several factors, 
including client life/business stage, risk, complexity 
of financial needs, and channel, product and service 
preference. This segmentation allows our employees 
to better understand customers’ needs and major life 
events, and to provide targeted marketing offers and 
customized financial advice. 


Card Services 

We are one of Canada’s largest providers of Visa credit 
cards, debit cards and merchant services, and are 
piloting technology that will make us a smart card 
leader. Future strong growth will be driven by 
alliances, acquisitions and affinity marketing. 


RBC Insurance 

We are one of Canada’s leading insurance providers, 
bringing travel, out-of-country medical assistance, life, 
health, creditor, home, auto and reinsurance products 
and services to more than three million customers 
across North America. In November 2000, we acquired 
Greenville, S.C.-based Liberty Life and Liberty Insurance 


Services. The purchase will provide us with opportuni- 
ties to gain a significant foothold in the U.S. insurance 
market and to cross-sell products and services across 
the bank’s U.S. businesses. In Canada, we are focused 
on growing our brand identity and core businesses. 
In May, we acquired the life insurance and annuity 
business of Prudential of America Life Insurance Co. 
(Canada). We are also exploring select growth opportu- 
nities outside North America as well as new eBusiness 
offerings. 


Emerging Businesses 

Royal Bank Ventures Inc. 

A unique national science and technology commer- 
cialization firm, focused on select Canadian high- 
growth and emerging sectors, we were rated the No. 2 
Venture Capital Firm in Canada by the Financial Post 
(July 2000). 


Prism Financial Corporation 

Acquired in April 2000, Chicago-based Prism was the 
13th largest retail mortgage originator in the U.S. in 
1999. Prism employs a three-pronged growth strategy 
focused on internal expansion, selective acquisitions 
and Internet partnerships. 


Security First Network Bank 

The World’s First Internet Bank™ Atlanta-based SFNB 
provides a broad range of banking services via the 
Internet, telephone and a physical presence in Atlanta 
and Clearwater, Florida. SFNB supports the U.S. retail 
banking needs of all Royal Bank businesses. 
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Wealth Management 


Objectives 


Royal Investment Services™ is committed to building a world-class wealth 
management enterprise that continues to maximize shareholder return 
while safeguarding client assets. 


Strategies 


By offering an array of products that fit our clients’ investment needs through each 
stage of their life, and through acquisitions and alliances, we will continue to grow the 
assets under our care. We will enhance our distribution and investment capabilities by 
sharing skills and best practices amongst our employees and through strategic use of 
technology. We will continue to train and promote our people because they are the 
backbone of our organization and our partners in success. We will proactively manage risk 
exposure by fostering a heightened awareness and commitment amongst all employees. 


Canadian Private Client Group 

Our core strategy is to serve clients at each stage of 
their investment needs in the manner in which they 
choose, to realize greater asset consolidation and client 
loyalty. Four businesses make up this group. Royal 
Bank Action Direct is the second-largest Canadian 
self-directed brokerage service, with currently over 
75 per cent of all trades coming through electronic 
channels. It dramatically increased its number of 
accounts and transaction volumes over the past year. 
Private Client Division is our full-service brokerage 
with over 1,450 investment advisors and $108 billion 
in assets under administration across Canada. Royal 
Financial Planning™ is the foundation for our new 
Personal Financial Advisor program offered through 
Royal Bank branches. RBC Private Counsel is our 
investment counselling business for clients who desire 
discretionary investment services. 


Global Private Banking 

Serving international and Canadian clients with inter- 
national private banking and offshore investment 
advice and products, we have the largest global private 
banking business among the Canadian banks. This 
business has grown significantly over the last several 
years and ranks as one of the top 20 global private 
banking service providers in the world. With particular 
strength in the British Isles, Latin America and Asia, 
it is well positioned for continued growth. 


Royal Investment Management™ 

We are one of Canada’s largest investment managers 
as measured by assets under management. Our strengths 
are providing excellence in client service and product 
offering, and consistent, above-average investment 
performance. Royal Mutual Funds is Canada’s largest 
no-load fund family and the largest fund family of all 
Canadian banks. Its growth will be driven by strength- 
ening client relationships, new distribution channels, 
continued investment in education (financial planning, 
product knowledge) and timely product development. 
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Corporate & Investment Banking 


Objectives 


Our goal is to expand RBC Dominion Securities’ ability to deliver consis- 
tently superior financial services to corporations and institutions around 
the world, using our strong leadership position in the Canadian market as 
a foundation for the specialized expertise we offer in selected products 
and industry sectors worldwide. 


Strategies 


In virtually all of our businesses, our people compete with global providers. Our ongoing 
strategy is to direct our effort and resources to those products and industry sectors in 
which we can demonstrate world-class expertise and deliver superior value to clients 
and shareholders. Globally, we will build on our strength in equity derivatives, Eurobonds, 
foreign exchange and credit products, while expanding fully integrated service to the 
energy, technology, communications and mining industries. 


Global Banking 

In 2000, we integrated our corporate and investment 
banking businesses, creating the Global Banking divi- 
sion, to offer a full range of capital and advisory ser- 
vices managed along global industry and product 
lines. We are now focusing our growth on products 
and services with international scope, as reflected in 
the expansion of our Houston energy group and the 
New York communications and technology team, and 
the launch of equity private placement and global 
structured finance teams. We continue to lead the 
Canadian market in nearly all of our businesses and 
‘anticipate more aggressive international expansion in 
the coming year. 


Global Equity 

We sustained our strong performance in sales, trading 
and research in Canadian equities worldwide. We also 
expanded our North American research capability and 
experienced considerable growth in our Global Equity 
Derivatives (GED) business, now expanding further in 
Europe and Asia. With a list of innovative products such 
as structured notes and clone funds, and growing exper- 
tise in alternative assets, GED will continue to drive 
our emergence as a creative North American boutique. 


Global Markets 

Our position as Canada’s top-rated dealer for fixed 
income, money markets and foreign exchange was 
unchanged in 2000. The division further increased 
its global competitiveness through expansion of its 
Eurobond business, launch of high-yield debt and 
credit derivatives teams and realignment of its trading 
network around hubs in Toronto, London and Sydney. 
We will continue to grow our Eurobond and electronic 
delivery capabilities in the year ahead. 


Private Equity 

Royal Bank Capital Partners was formed in August 2000, 
a merger of Royal Bank’s venture capital and merchant 
banking businesses. A partnership with Personal & 
Commercial Banking, this unit will focus on IT and 
e-commerce, advanced materials and manufacturing 
technologies, life sciences, energy, telecommunications 
and media, and mezzanine financing, principally in 
North America. 
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Transaction Processing 


Objectives 


Global Integrated Solutions is a new platform created to integrate special- 
ized transaction services businesses. Our goal is to position Royal Bank to 
better compete in the changing marketplace of global payments, cash 
management, trade and securities. Our objectives are to achieve a stronger 
competitive position and double-digit revenue growth, manage client rela- 
tionships, improve return on equity and grow revenues outside Canada. 


Strategies 


Our people are leveraging client relationships and our Canadian leadership to develop 
new business in select domestic and international markets; to grow the business 
through key alliances, acquisitions and partnerships; to align and build product and 
e-commerce solutions; and to enhance and integrate systems for improved capability, 


efficiencies and economies of scale. 


Global Securities Services (GSS) 

We are the 12th largest custodian and 12th largest 
holder of cross-border assets in the world. We have 
44 per cent of the Canadian securities custody business. 
We will continue to enhance products for money man- 
agers and expand our global business, particularly in 
Europe, through acquisitions. We will explore alliances 
with other custodians to offer a pension service to U.S. 
multinationals, and develop new solutions in partner- 
ship with select Canadian money manager clients. 


Financial Institutions 

We offer a comprehensive range of correspondent 
banking services to banks globally and broker/dealers 
within Canada, including cash management, payments, 
clearing, trade, foreign exchange, derivatives, lending, 
securities lending, custody and settlement, and struc- 
tured financing. We are the chief Canadian payment 
supplier for foreign banks in the Canadian marketplace; 
more than 80 of the world’s top 100 banks deal with 
us, 53 per cent with exclusivity agreements. 


Cash Management Products 

We are the largest provider of cash management ser- 
vices to small and medium-sized enterprises and cor- 
porations in Canada. We plan to seize the opportunity 
for growth in this business by realigning and mobilizing 
our sales force and by aggressively pursuing alternate 
delivery options, particularly via Web-based technology. 
We are Web-enabling our cash management products 
and will continue to develop and introduce new Web- 
enabled solutions. 


Payments Products 

We have the largest volume of Canadian dollar large 
value payments and we process more than 20,000 
transactions daily with a value in excess of $138 bil- 
lion. We plan to leverage our superior processing capa- 
bilities in this area by providing white-labelled services 
domestically and internationally. 


Trade Products 

We maintain trade lines in more than 130 countries 
and are the largest provider of export letters of credit 
in Canada. To address the significant transformation 
caused by globalization, global trade banks and the 
Internet, our people are exploring strategic alliances 
and new markets, products and services to generate 
new revenue streams from North American trade flows. 
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Canadian Economic Outlook 
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Economic news around the globe continues to suggest growth indicators generally 
remain firm while inflationary risks are moderate. As a result, we have seen economic 
growth forecasts for most regions of the world point to a soft landing. The vibrant U.S. 
economy continues to be a key driver of global growth and this year will mark yet 
another in a long string of years in which the consensus forecast has underestimated 
the strength of the expansion. 


Firm global growth, rising commodity prices, a solid U.S. expansion and a competitive 
currency all support an outlook of continued economic expansion in Canada. The external 
side will clearly remain a support for the economy but we also expect the domestic side 
to play a larger role than in the past. This is particularly true with respect to investment 
as the policy environment for an investment-related bounce in productivity is improving. 
A larger contribution to overall growth is also expected from fiscal policy as mounting 
surpluses open the door to larger than anticipated tax cuts alongside continued progress 
on debt reduction. Overall, we expect growth in 2000 to come in around 4.5 per cent 
before easing slightly to 3.5 per cent in 2001. 


The actual and expected rise in investment bodes well for the Canadian economy as it 
sets the stage for productivity to bounce higher alongside a rising standard of living. 
The acceleration in productivity also suggests the speed limit at which the economy can 
grow before generating higher inflationary pressures. Reflecting this, as well as the 
favourable current inflationary readings, we suspect inflation (excluding the volatile food 
and energy components) will remain in the lower portion of the Bank of Canada’s 1-3 per 
cent target range throughout the forecast horizon..In this environment, we suspect inter- 
est rates will remain little changed from current levels while the Canadian dollar gains 
some ground in the year ahead. 


Financial Review 


Caution Regarding Forward-Looking Statements 

Royal Bank of Canada, from time to time, makes written and oral forward- 
looking statements, included in this Annual Report, in other filings with 
Canadian regulators or the U.S. Securities and Exchange Commission, in 
reports to shareholders and in other communications, which are made 
pursuant to the “safe harbor” provisions of the United States Private 
Securities Litigation Reform Act of 1995. These forward-looking state- 
ments include, among others, statements with respect to the bank’s 
objectives for 2001, and the medium term, and strategies to achieve 
those objectives, as well as statements with respect to the bank’s 
beliefs, plans, expectations, anticipations, estimates and intentions. 
The words “may,” “could,” “should,” “would,” “suspect,” “outlook,” 
“believe,” “anticipate,” “estimate,” “expect,” “intend,” “plan,” and 
words and expressions of similar import are intended to identify forward- 
looking statements. 


By their very nature, forward-looking statements involve inherent risks and 
uncertainties, both general and specific, and risks exist that predictions, 
forecasts, projections and other forward-looking. statements will not be 
achieved. The bank cautions readers not to place undue reliance on 
these statements as a number of important factors could cause actual 
results to differ materially from the plans, objectives, expectations, esti- 
mates and intentions expressed in such forward-looking statements. 
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within Canada in which the bank conducts operations; the strength of 
the United States economy and the economies of other nations in which 
the bank conducts significant operations; the effects of changes in mon- 
etary and fiscal policy, including changes in interest rate policies of the 
Bank of Canada and the Board of Governors of the Federal Reserve 
System in the United States; changes in trade policy; the effects of com- 
petition in the markets in which the bank operates; inflation; capital 
market and currency market fluctuations; the timely development and 
introduction of new products and services by the bank in receptive mar- 
kets; the impact of changes in the laws and regulations regulating 
financial services (including banking, insurance and securities); changes 
in tax laws; technological changes; the ability of the bank to complete 
strategic acquisitions and to integrate acquisitions; unexpected judicial 
or regulatory proceedings; unexpected changes in consumer spending 
and saving habits; and the bank’s anticipation of and success in manag- 
ing the risks implicated by the foregoing. 


The bank cautions that the foregoing list of important factors is not 
exhaustive. When relying on forward-looking statements to make deci- 
sions with respect to the bank, investors and others should carefully 
consider the foregoing factors and other uncertainties and potential 
events. The bank does not undertake to update any forward-looking 
statement, whether written or oral, that may be made from time to time 
by or on behalf of the bank. 


Management’s Discussion and Analysis 


Overview 

Management evaluates the bank’s performance on a core basis (i.e., 
excluding one-time items) as well as on a reported basis (i.e., as reported 
in its consolidated financial statements on pages 53 to 76). One-time 
items are viewed by management as transactions that are not part of 
normal day-to-day business operations or are unusual in nature, 


Highlights 


thereby obscuring management’s analysis of trends. There were some 
one-time items in 1999 (shown in Table 4 on page 24), but no signifi- 
cant one-time items in 2000. Throughout management's discussion and 
analysis, comparisons to 1999 will be based on core 1999 numbers. 


e Fully diluted earnings per share of $3.40, up 29% from 1999 


e Economic Profit of $717 million, up 111% 
e Revenues of $12.0 billion, up 14% 


e Non-interest revenues 56% of total revenues, up from 51% in 1999 

e Non-interest expenses of $7.6 billion, up 9%, and base non-interest expenses of $5.5 billion, down 2% 
e Nonaccrual loans down $26 million and total provision for credit losses down $69 million or 9% from 1999 
e Total allowance for credit losses up $75 million to $1,975 million 

e Repurchase of 19.7 million common shares for $660 million 

e Capital ratios up and common share dividends of $1.14 per share, up 21% 


e International net income 30% of total net income 


Financial Priorities 

Revenue Growth and Diversification 

In 2000, revenues increased 14%, substantially higher than the bank’s 
objective of growth in the mid-single digits. Net interest income increased 
3% and non-interest revenue was 24% higher. 


Cost Control 

The efficiency ratio was 63.6% in 2000 versus 66.2% in 1999, and the 
operating efficiency ratio (i.e., excluding costs and revenues of strategic 
initiatives, costs of Stock Appreciation Rights and one-time expenses and 
revenues) improved to 60.6% from 65.0%. The bank took $580 million out 
of its cost base by the end of 2000, as detailed on page 34, and reached 
an operating efficiency ratio (using Canadian GAAP) of 59.5% in the 
fourth quarter of 2000 — in line with stated objectives. 


Strong Credit Quality 
Nonaccrual loans fell by $26 million from last year. The provision for 


credit losses was $691 million, down from $760 


Table 1: Earnings by Geographic Segment 


million in 1999, 


The allowance for credit losses was $1,975 million at October 31, 2000, 
up $75 million from 1999. During the year, net charge-offs (charge-offs, 
net of recoveries) were $677 million or .42% of average loans, versus 
$958 million or .62% in 1999. During 1999, the bank had accelerated 
the rate of charging off problem corporate loans to be consistent with 
U.S. practice. 


Balance Sheet and Capital Management 

Using the guidelines provided by the Superintendent of Financial 
Institutions Canada and Canadian GAAP financial information, the Tier 1 
capital ratio was 8.6%, up from 8.1% a year ago. The Total capital ratio 
was 12.0%, up from 11.2%. Both ratios met the bank’s medium-term 
(3-5 year) capital ratio goals of 8% for Tier 1 capital and 11-12% for 
Total capital. 


2000 1999 
(C$ millions, taxable equivalent basis) Canada International Total Canada International Total 
Net interest income $ 4,796 $ 51l1 $ 5,307 4,402 $ 750" aot. 5 yl 52 
Non-interest revenue 5,277 1,403 6,680 4,277 1,214 5,491 
Gross revenues 10,073 1,914 11,987 8,679 1,964 10,643 
Provision for credit losses 703 (12) 691 672 88 760 
Non-interest expenses 6,470 1,158 7,628 6,054 1,087 7,141 
Income taxes (1) 1,354 106 1,460 854 163 1,017 
Net income $.. 115946. 25 662 $ 2,208 1,099 $¢ G26 bake dee 
Core net income (2) $2546" -$ 662 $ 2,208 LA eS GAZ SRS el SiG 


(1) Includes non-controlling interest and taxable equivalent adjustment. 
(2) Excludes one-time items in 1999, which are described in Table 4 on page 24. 
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Economic Profit 

The bank measures the Economic Profit of its businesses, in addition to 
__ using a variety of other traditional measures, such as return.on common 
equity and growth in earnings. Economic Profit measures each business 
segment’s cash operating earnings after providing for the cost of capital 
committed to the segment. 

Cash operating earnings is net income available to common share- 
holders (i.e., excluding the impact of one-time items and amortization of 
goodwill and other intangibles). The equity capital charge is derived by 
applying the cost of common equity to the amount of average common 
equity. The current cost of common equity is 13.5% and is manage- 
ment’s proxy for the after-tax return required by shareholders for the use 
of their capital. 

To create shareholder value, one must generate cash operating 
earnings in excess of the equity capital charge. Positive Economic Profit 
adds to shareholder value while negative Economic Profit destroys share- 
holder value. 

Economic Profit measures changes in value created for the share- 
holders over time, and is an effective planning tool to focus attention 
on shareholder value growth opportunities. The objectives are to: 

° Increase cash operating earnings without tying up more capital 

e Target investments in projects that yield positive economic returns 

e Improve overall efficiency of invested capital through re-allocation 
from less efficient uses 

e _ Improve the risk-return profiles of the lines of business 


Table 2: Economic Profit (1) 


Management's Discussion and Analysis 


Economic Profit strengthens risk management discipline, as busi- 
ness segments are attributed cost of capital based on their credit, 
market, operational and other risks. This discipline has resulted in con- 
trolled growth and returns commensurate with risks. Furthermore, 
Economic Profit encourages the allocation of more capital to stronger 
performing businesses, and less capital to businesses that are weaker 
performers. 

As shown in Table 2 below, the bank had record Economic Profit in 
2000, resulting from cash operating earnings growing at a much 
faster rate than average common equity. Economic Profit in 2000 was 
$717 million, up $377 million or 111% from $340 million in 1999. 
Business segment contributions were $427 million from Personal & 
Commercial Financial Services (1999 — $297 million), $312 million 
from Wealth Management (1999 — $215 million), $194 million from 
Corporate & Investment Banking (1999 — $135 million) and $81 million 
from Transaction Processing (1999 — $60 million). The Economic Profit 
amounts for the business segments appear in Table 3 on page 24. 


(C$ millions) 2000 1999 1998 1997 1996 
Net income available to common shareholders (2) 2,074 $¢ 568.8 > iA GS 15230 sas 1,186 
Adjustment for one-time items - 88 ly - - 
Adjustment for amortization of goodwill and other intangibles 91 70 66 63 38 
Cash operating earnings 2,165 1,726 1,710 1,586 1,224 
Capital charge (1,448) (1,386) (1,249) (1,204) (1,094) 
Economic Profit (1) 717 $ 340 $ A6lI S$ 382° $ 130 
Economic Profit growth 111% (26)% 21% 194% - 
Average common equity SuelOn7Z2>. $0268 $ 91255 $ 8.303. $7,548 
Cost of common equity 13.5% 13.5% 13.5% 14.5% 14.5% 


(1) Economic Profit is cash operating earnings (i.e., net income available to common shareholders excluding the impact of one-time items and amortization of goodwill and other intangibles) less a 


charge for the cost of common equity employed. 
(2) Net income less preferred share dividends. 


Line of Business Results 

Overview 

Table 3 on page 24 shows the bank’s results by business segment in 
2000. Results for 1999 are shown both before and after the impact of 
one-time items (shown in Table 4 on page 24). There were no one-time 
items in 2000. The discussion below and on pages 24 to 28 refers to 
core amounts (i.e., excluding one-time items) for 1999. 

Personal & Commercial Financial Services generated 55% of the 
bank’s net income in 2000 and produced a return on common equity of 
21.3%. A substantial contributor to the bank’s successful cost-saving 
initiatives, this segment achieved an efficiency ratio of 59.2% and an 
operating efficiency ratio of 57.0%, improvements of 520 basis points 
and 620 basis points, respectively, from 1999. 

Wealth Management generated 19% of the bank’s net income. The 
segment’s 47.8% return on common equity reflects relatively low capital 
requirements due to its largely fee-based business. The efficiency ratio 
was 73.9%, while the operating efficiency ratio was 71.2%. 

Corporate & Investment Banking generated 23% of the bank’s net 
income. Return on common equity was 20.8%, while the efficiency ratio 
was 62.5% and the operating efficiency ratio was 58.0%. 


Transaction Processing, a newly created segment in 2000, gener- 
ated 6% of the bank’s net income. Return on common equity was 
32.2%, while the efficiency ratio was 68.1% and the operating efficiency 
ratio was 68.0%. 

Other largely comprises Corporate Treasury (which manages the 
bank’s market risk position of the non-trading businesses), Systems & 
Technology and Real Estate Operations. In 2000, this segment recorded 
a net loss of $59 million. 

The bank allocates capital to its business segments based on their 
credit, market, operational and other risks. The four operating segments’ 
returns on common equity in 2000 were negatively impacted by the 
re-allocation of approximately $1.1 billion of common equity during the 
first quarter from the Other segment to the four business segments to 
underpin operational and business risks. Approximately $400 million was 
re-allocated to Personal & Commercial Financial Services, $250 million 
to Wealth Management, $450 million to Corporate & Investment 
Banking and $50 million to Transaction Processing. 
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Management's Discussion and Analysis 


Table 3: Results by Business Segment 


2000 1999 
Personal & 
Commercial Corporate & 
Financial Wealth Investment Transaction 

(C$ millions, taxable equivalent basis) Services Management Banking Processing Other (1) Total Core (2) Reported 
Net interest income $ 4,789 $ 359° $ 43 $ 160 $ (44) “$ 5.307 “$° 5.1527" fa oelee 
Non-interest revenue 1,729 2,138 2,287 514 12 6,680 5,386 5,491 
Gross revenues 6,518 2,497 2,330 674 (32) 11,987 10,538 10,643 
Provision for credit losses 649 (1) 91 (21) (27) 691 670 760 
Non-interest expenses 3,857 1,846 1,456 459 10 7,628 6,971 7,141 
Income taxes 782 239 260 102 29 1,412 1,041 974 
Non-controlling interest and 
* taxable equivalent adjustment 12 ~ 2i - 15 48 43 43 
Net income (loss) $ =21;218' 14..$ 413 $ 502 $ 134 $ (59) $an2i208 .$inn lls atesia de725 
Net income (loss) as a % of 

total bank net income 55% 19% 23% 6% (3)% 100% 100% 100% 
Net income growth over prior year 26% 52% 32% 25% n.a. 22% 1% (3)% 
Fully diluted earnings per share So 3540 95 2 26S ee eer 
Economic Profit (3) 427 312 194 81 (297) 717 340 340 
Return on common equity 21.3% 47.8% 20.8% 32.2% (3.7)% 19.3% 16.1% 15.3% 
Efficiency ratio (4) 59.2% 73.9% 62.5% 68.1% n.a. 63.6% 66.2% 67.1% 
Operating efficiency ratio (5) 57.0% 71.2% 58.0% 68.0% n.a. 60.6% 65.0% 65.0% 
Non-interest revenue as a % of 

gross revenues 27% 86% 98% 76% n.a. 56% 51% 52% 
Average assets $131,900 $ 8,000 $131,900 $ 1,600 $ 10,700 $284,100 $270,000 $270,000 
Average loans 125,700 2,600 31,400 1,200 (900) 160,000 155,600 155,600 
Average deposits 98,900 14,400 61,900 7,600 13,300 196,100 184,800 184,800 
Average common equity 5,400 800 2,300 400 1,800 10,700 10,300 10,300 


(1) The Other segment comprises mainly Corporate Treasury, Systems & Technology and Real Estate Operations. 
(2) Core results exclude one-time items detailed in Table 4 below. There were no one-time items in 2000. 


(3) Economic Profit is defined as cash operating earnings (i.e., net income available to common shareholders excluding the impact of one-time items and amortization of ceoce and other 


intangibles) less a charge for the cost of common equity employed. 
(4)  Non-interest expenses as a percentage of gross revenues. 


(5) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, costs of Stock Appreciation Rights and one-time expenses and revenues. 


Table 4: One-Time Items Affecting Business Segment Results in 1999 (1) 


Personal & 
Commercial Corporate & 
Financial Investment 

(C$ millions, taxable equivalent basis) Services Banking Other Total 
Non-interest revenue 
Gain on sale of securities (2) $ 2ouaas - =F 28 
Gain on sale of real estate : - - 95 95 
Writedown of MECA & Integrion (3) - - (18) (18) 

28 - WH 105 
Provision for credit losses 
Unallocated (4) (35) (55) - (90) 

(35) (55) = (90) 
Non-interest expenses 
Restructuring costs (50) (83) (20) C153) 
Merger costs (5) - - (12) (12) 
Expenses related to the sale of real estate - - (5) (5) 

(50) (83) (37) (170) 
Total impact (pre-tax) (57) (138) 40 (155) 
Total impact (after-tax) $ (33) $ (78) ZSiwtad (88) 
Impact on fully diluted earnings per share $ (0.15) 


(1) There were no one-time items in Wealth Management or Transaction Processing in 1999 and no one-time items at all in 2000. 
(2) Related to shares received in satisfaction of a loan previously charged off. 


(3)  Writedowns of investments in MECA Software LLC and Integrion Financial Network LLC following the decision to migrate PC banking customers to the Internet. 


(4) Recorded to allow for imperfections in models and in estimating risk. 
(5) Related to the proposed merger with Bank of Montreal, which was denied by the Minister of Finance in December 1998. 


U.S. GAAP — Royal Bank of Canada 24 


Personal & Commercial Financial Services 

Overview 

_ Personal & Commercial Financial Service’s net income was up 26% from 
a year ago. 

Revenues were up 9%, with increases in all businesses, while 
non-interest expenses were unchanged due to a highly effective cost- 
reduction program, resulting in an improvement in the efficiency ratio of 
520 basis points from 1999. The operating efficiency ratio (i.e., exclud- 
ing expenses and revenues of strategic initiatives, costs of Stock 
Appreciation Rights and one-time expenses and revenues) improved by 
620 basis points from 1999 to 57.0%. 

The 20% increase in the provision for credit losses was largely due 
to higher provisions for consumer loans. 

Economic Profit was $427 million, an increase of 44% over 1999. 

Return on common equity was 21.3%, up from 20.1% last year. 


Financial Performance by Business 

Personal & Commercial Banking 

e Solid revenue growth of 6% and strong volume growth 

e Market leader in Canada in mortgages (15.3% market share) and 
second in personal lending (16.3%) and personal deposits (15.7%) 

° Leadership position maintained in business financing (14.0% mar- 
ket share) and business deposits (21.2%) 


Card Services 

e Strong volume growth and effective cost-containment initiatives led 
the business to 15% earnings growth this year 

e The Bank One acquisition added over 200,000 new accounts and 
an additional 25 affinity partners, bringing the number to over 50 


Insurance 

e Insurance net income was down 5% from a high level in 1999, 
which had reflected the release of actuarial reserves in 1999 

e _ Total gross insurance premiums grew 22% over 1999, reflecting the 
acquired Canadian individual life insurance and annuity business of 
Prudential of America, and significant volume increases in home & 
auto as well as property & casualty reinsurance 

e Strong growth target of $2.5 billion in annual gross premiums 
within five years 

e Ranked in the world’s top 50 reinsurers, based on net reinsurance 
premiums written (No. 57 in 1999), with a growing presence in the 
life retrocession, property & casualty and structured reinsurance 
businesses 


Emerging Businesses (includes Prism Financial Corporation, Royal Bank 

Ventures Inc. and Security First Network Bank) 

e Solid growth in Security First Network Bank’s number of accounts 

e Prism Financial Corporation originated $4.9 billion of mortgages 
since the acquisition in early April 2000 

° Number of Canadian online clients, which more than doubled in 
2000 over 1999, is again expected to significantly increase in 2001 

e Expansion in the U.S. is creating new opportunities for cross-selling 
products and services among member companies 


Management's Discussion and Analysis 


Core Results (1) 


(C$ millions, taxable equivalent basis) % change 2000 1999 
Net interest income 7% $ 4,789 $ 4,457 
Non-interest revenue 14 1,729 52a 
Gross revenues 9 6,518 5,978 
Provision for credit losses 
Allocated specific 33 539 405 
Allocated general and 
unallocated (19) 110 135 
Total provision 20 649 540 
Non-interest expenses - 3,857 3,848 
Net income before income taxes 27 2,012 1,590 
Income taxes 28 782 610 
Non-controlling interest and 
taxable equivalent adjustment - 12 WZ 
Net income 26% $ 1,218 $¢$ 968 
Net income as a % of 
total bank net income 200 bp 55% 53% 
Economic Profit 44% $ 427 $ 297 
Return on common equity 120 bp 21.3% 20.1% 
Efficiency ratio (520)bp 59.2% 64.4% 
Operating efficiency ratio (2) (620)bp 57.0% 63.2% 
Average assets. 6% $131,900 $123,900 
Average loans 6 125,700 118,500 
Average deposits 5 98,900 94,600 
Average common equity 20 5,400 4,500 


(1) Excluding one-time items in 1999 detailed in Table 4 on page 24. 
There were no one-time items in 2000. 

(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues. 


(C$ millions) % change 2000 1999 
Gross revenues 6% $ 5,094 $ 4,801 
Average residential mortgages 6 62,850 59,300 
Average personal loans 9 23,600 21,600 
Average personal deposits il 72,500 71,600 
Average business loans 6 36,800 34,750 
Average business deposits 14 22,300 19,500 
(C$ millions, transactions in millions) % change 2000 1999 
Average managed assets 11% $15;307 54.770 
Card spending volumes 8 25,299 23,350 
Merchant spending volumes is 23,026 20,346 
No. of merchant debit transactions 22 429 3511 
(C$ millions) % change 2000 1999 
Gross insurance premiums 
Life 14% $ 751 $ 659 
Non-life 44 286 199 
Other 233 10 3 
Total 22% $ 1,047 $ 861 
Net income after tax 
Life 4% $ 116 $ ih 
Non-life (167) (16) (6) 
Other 50 3 2 
Total (5)% $ TOSI $ 108 
% change 2000 1999 
Security First Network Bank’s 
No. of accounts 38% 55,400 40,200 
Prism Financial Corporation 
mortgage originations ($ billions) n.a. $ 4.9 n.a. 
Canadian online clients 139 1,264,400 530,000 
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Management's Discussion and Analysis 


Wealth Management 

Overview 

Royal Investment Services’ net income increased by 52% over 1999, 
reflecting strong performances from Royal Bank Action Direct (self- 
directed brokerage), Private Client Division (full-service brokerage), 
Royal Financial Planning and Global Private Banking. The segment’s con- 
tribution to the bank’s net income increased to 19% from 15% in 1999. 
Return on common equity declined to 47.8% due to the higher alloca- 
tion of capital for operational and other risks, described on page 23. 

Revenue growth exceeded expense growth, resulting in a substan- 
tial improvement in the efficiency ratio. The operating efficiency ratio 
improved by 770 basis points from 1999 to 71.2%. 

Economic Profit was $312 million, up 45% over 1999. 

Assets under administration (AUA) were up 21% as a result of double- 
digit percentage growth in Royal Bank Action Direct, Private Client 
Division and Global Private Banking. 

Assets under management (AUM) were up 13%, with particularly 
strong growth in personal assets under management. 


Financial Performance by Business 

Royal Bank Action Direct 

e =6As a result of strong capital markets, especially in the first half of 
the year, Royal Bank Action Direct experienced significant busi- 
ness growth in Canada with trade volumes up 125%, number of 
accounts up 34% and electronic trading volumes up 196% over 
last year. AUA grew 49% over 1999 to $14.5 billion and revenues 
were up 89% 


Private Client Division 

e In the full-service brokerage division, AUA were up 21% and rev- 
enues increased 25% over 1999. Fee-based assets (assets that 
generate fees based on a percentage of the assets, rather than 
transaction-based commissions) represented 14% of total AUA, 
up from 11% in 1999 


Royal Financial Planning (formerly Personal Wealth Management) 

e Royal Financial Planning, in conjunction with Personal & Commer- 
cial Banking, continued to expand the Personal Financial Advisor 
program — a new relationship management value proposition for a 
segment of affluent clients in the Royal Bank and Royal Trust 
branch networks 


RBC Private Counsel 

e Formed in the first quarter of this year to provide a solution-based 
focus to the global investment counsel needs of domestic clients 
requiring discretionary investment services 


Global Private Banking 

e Global Private Banking experienced 22% growth in combined per- 
sonal and institutional AUA and 27% growth in AUM, due in part to 
the Ernst & Young Channel Islands acquisitions. Revenues were up 
35% over 1999 


Investment Management and Personal Trust 

e Investment Management AUM and Personal Trust AUA were up 
13% and 9%, respectively, over 1999. Were it not for the transfer 
of assets to RBC Private Counsel in early 2000, Investment 
Management revenues would have been up 13% from 1999 


Royal Mutual Funds 

e ~— At $34 billion, mutual fund balances were up 11% from 1999. 
Royal Mutual Funds is the third-largest Canadian mutual fund 
company at October 31, 2000, with 8.1% of total mutual fund 
assets in Canada 
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Core Results (1) 


(C$ millions, taxable equivalent basis) % change 2000 1999 (2) 
Net interest income 34% $ 359 $ 267 
Non-interest revenue 27 2,138 1,684 
Gross revenues 28 2,497 1,951 
Provision for credit losses 
Allocated specific 80 (1) (5) 
Allocated general and 
unallocated n.a. - 5 
Total provision na. (1) - 
Non-interest expenses 19 1,846 1,556 
Net income before income taxes 65 652 395 
Income taxes 94 239 123 
Net income 52% $ 413 $ 272 
Net income as a % of 
total bank net income 400 bp 19% 15% 
Economic Profit 45% $ si2 $ 215 
Return on common equity (990)bp 47.8% 57.7% 
Efficiency ratio (590)bp 73.9% 79.8% 
Operating efficiency ratio (3) (770)bp 71.2% 78.9% 
Average common equity 60% $ 800 $ 500 


(1) There were no one-time items in 2000 or 1999. 

(2) 1999 results have been restated for the transfer of Global Securities Services to the 
Transaction Processing segment and for the revenues and costs associated with the transfer 
of Royal Trust branches to the Personal & Commercial Financial Services segment. 

(3) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues. 


(C$ millions) % change 2000 1999 (1) 
Assets under administration (AUA) 
Personal 
Royal Bank Action Direct 49% $ 14,500 $ 9,700 
Private Client Division 21 107,700 89,200 
Personal Trust 9 30,400 28,000 
Global Private Banking 41 54,900 39,000 
Other (2) (27) (1,400) (1,100) 
Total personal 25 206,100 164,800 
Institutional 5 42,200 40,100 


21% $248,300 $ 204,900 


(1) 1999 institutional assets under administration have been restated for the transfer of 
Global Securities Services to the Transaction Processing segment and for reorganizations 
within the Wealth Management segment. 

(2) Other AUA represents assets administered by more than one business. 


(C$ millions) % change 2000 1999 
Assets under management (AUM) 
Institutional 12% $ 36,700 $ 32,700 
Personal v7 21,500 18,300 
Mutual funds ital 34,100 30,600 


13%  $ 92,300 $ 81,600 


(C$ millions) % change 2000 1999 (1) 

Gross revenues by business 
Royal Bank Action Direct 89% §$ 193 $ 102 
Private Client Division 25 1,050 840 
Royal Financial Planning 40 112 80 
RBC Private Counsel (2) n.a. 92 - 
Global Private Banking 35 388 288 
Investment Management (2) (8) 253 274 
Royal Mutual Funds ita 409 367 
28% $ 2,497 $ 1,951: 


(1) 1999 gross revenues have been restated for the transfer of Global Securities Services to 
the Transaction Processing segment, certain reorganizations within Wealth Management 
and for the revenues and costs associated with the transfer of Royal Trust branches to 
Personal & Commercial Financial Services. 

(2) At the beginning of 2000, RBC Private Counsel began managing assets formerly managed 
by Investment Management. 


Corporate & Investment Banking 

Overview 

The segment had a very strong performance in 2000. Net income grew 
32% from 1999 and accounted for 23% of the bank’s total net income, 
compared to 21% in 1999. Return on common equity improved to 
20.8% from 19.7% in 1999. 

Revenues were up 17%, with very strong growth in the Global 
Equity and Global Banking divisions. Net interest income declined due 
to higher funding costs from the growing equity derivatives portfolio, 
which are included in interest expense and reduce net interest income. 
The revenues from the equity derivatives portfolio are recorded in trading 
revenues, which are included in non-interest revenues. 

Non-interest expenses, excluding variable compensation and 
strategic initiatives, were down $50 million or 8% versus 1999. 

The operating efficiency ratio improved by 240 basis points from 
1999 to 58.0%. 

The provision for credit losses declined 46% reflecting the exiting of 
unprofitable international lending relationships over the past two years. 

Economic Profit was $194 million, an increase of 44% over 1999. 


Financial Performance by Business 

Global Banking Division 

e Revenues were up 12% as mergers & acquisitions and advisory 
activity increased markedly. Lending revenues were up 2% even 
as assets were managed downwards by 12%, reflecting more fee- 
based lending activity 

e Non-interest expenses excluding variable compensation and 
strategic initiatives were down by $25 million, as the restructuring 
and refocusing of the business continued 


Global Equity Division 

e The Global Equity Division generated revenues of $731 million in 
fiscal 2000, up 40% over fiscal 1999. Virtually all areas within 
the division contributed to this growth, reflecting a substantial 
improvement in new issue activity and continued expansion of our 
equity derivative operations 


Global Markets Division 

e _ Favourable foreign exchange and money market conditions helped 
to offset the weakness experienced in fixed income markets, 
and the reduced revenues from Asian restructuring conducted in 
1999. FX Direct added 500 new Internet clients during the year, 
an increase of 135% 


Management's Discussion and Analysis 


Core Results (1) 


(C$ millions, taxable equivalent basis) % change 2000 1999 
Net interest income (89)% $ 43 $ 402 
Non-interest revenue 44 2,287 1,588 
Gross revenues Py/ 2,330 1,990 
Provision for credit losses 
Allocated specific (52) 81 168 
Allocated general and 
unallocated n.a. 10 - 
Total provision (46) 91 168 
Non-interest expenses 19 1,456 15222 
Net income before income taxes Sill 783 600 
Income taxes 34 260 194 
Non-controlling interest and 
taxable equivalent adjustment (22) 21 2 
Net income 32% $ 502 $ 379 
Net income as a % of 
total bank net income 200 bp 23% 21% 
Economic Profit 44% $ 194 $ 135 
Return on common equity 110 bp 20.8% 19.7% 
Efficiency ratio 110 bp 62.5% 61.4% 
Operating efficiency ratio (2) (240)bp 58.0% 60.4% 
Average assets 4% $131,900 $127,300 
Average loans (10) 31,400 34,800 
Average deposits 2 61,900 60,700 
Average common equity 28 2,300 1,800 


(1) Excluding one-time items in 1999 detailed in Table 4 on page 24. 
There were no one-time items in 2000. 

(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues. 


(C$ millions) % change 2000 1999 
Gross revenues 12% $ 855 $ 764 
Average assets (12) 28,500 32,400 
(C$ millions) % change 2000 1999 
Gross revenues 40% $ 731 $ 522 
Average assets (7) 14,300 15,400 
(C$ millions) % change 2000 1999 
Gross revenues 6% $ 744 $ 704 
Average assets 12 89,100 79,500 
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Management's Discussion and Analysis 


Transaction Processing 
Overview 
Global Integrated Solutions, a newly created segment, showed strong 
performance in 2000. Net income grew 25% from 1999 and accounted 
for 6% of the bank’s total net income, unchanged from 1999. Return on 
common equity improved to 32.2% from 27.7% in 1999. 

Revenues were up 7%, with Global Securities Services contributing 
all of the growth. 

Non-interest expenses rose 5% during 2000. The operating effi- 
ciency ratio improved by 150 basis points from 1999 to 68.0%. 

The provision for credit losses fell by $27 million, reflecting recov- 
eries for prior years’ losses on loans to international banks. 

Economic Profit was $81 million, an increase of 35% over 1999. 


Financial Performance by Business 
Global Securities Services 
Global Securities Services (GSS) is Canada’s largest custodian, and a 
recognized provider of custody and related securities services to corpo- 
rate and institutional investors worldwide: 
e GSS operates from 11 locations throughout the world, with a global 
custody network spanning more than 80 markets 
° Revenues and client assets under administration grew 28% and 
22%, respectively, over 1999 
e GSS continues to achieve top rankings in international custody 
surveys. It is 
e Top-rated among Canadian custodians for the 12th consecutive 
year (Global Custodian, Agent Bank Review 2000) 
e No. 2 in the world for quality of global custody service for invest- 
ment managers (R&M Consultants, Global Custody Survey 2000) 
° No. 3 for global custody service quality worldwide (G/obal 
Investor, Global Custody Survey 2000) 


Financial Institutions, Cash Management, Payments & Trade 

Cash management, payment and trade products and services are provided 

to the small and medium enterprises, commercial, corporate and financial 

institution segments. 

e Revenues decreased 10% from 1999 due largely to certain rev- 
enues being reported in Corporate & Investment Banking in 2000 
rather than in Global Integrated Solutions. Excluding this transfer, 
revenues were unchanged from 1999 

e Payment volumes grew 11% over 1999 
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Core Results (1) 


(C$ millions, taxable equivalent basis) % change 2000 1999 
Net interest income (5)% $ 160 $¢$ 168 
Non-interest revenue 12 514 459 
Gross revenues 7 674 627 
Provision for credit losses ; 
Allocated specific (450) (21) 6 
Total provision (450) (21) 6 
Non-interest expenses 5 459 436 
Net income before income taxes 28 236 185 
Income taxes Syl 102 78 
Net income 25% $ 134 $ 107 
Net income as a % of 
total bank net income - 6% 6% 
Economic Profit 35% $ 81 $ 60 
Return on common equity 450 bp 32.2% 27.7% 
Efficiency ratio (140)bp 68.1% 69.5% 
Operating efficiency ratio (2) (150)bp 68.0% 69.5% 
Average common equity - $ 400 $ 400 


(1) There were no one-time items in 2000 or 1999. 
(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues. 


(C$ millions) % change 2000 1999 
Gross revenues 28% $ 360 $ 280 
Assets under administration 22 920,000 755,000 
(C$ millions, volumes in thousands) % change 2000 1999 
Gross revenues (10)% $ 314 $¢$ 347 
Payment volumes deh 4,690 4,220 
Payment errors 

(per 10,000 payments) (15) .82 .97 


Management's Discussion and Analysis 


Financial Priority: Revenue Growth and Diversification 


Highlights 


e Revenue growth of 14%, substantially higher than the objective for 2000 of growth in the mid-single digits 


e Net interest income up 3% 


e Net interest margin of 1.87%, down 4 basis points from 1999 


e Non-interest revenues up 24% 


e Non-interest revenues 56% of total revenues, up from 51% in 1999 


Net Interest Income 
Net interest income was up 3% from 1999 to $5.3 billion. The increase 
stemmed from higher volumes of interest-earning assets, particularly 
retail loans. As well, the spread between the prime rate and core deposit 
funding costs widened slightly during the year as the average Canadian 
prime rate increased to 7.05% from 6.49% in 1999. 

However, net interest income was reduced due to higher funding 
costs from the growing equity derivatives portfolio, which are included in 


Table 5: Change in Net Interest Margin 


interest expense and reduce net interest income. The revenues from the 
equity derivatives portfolio are recorded in trading revenues, which are 
included in non-interest revenues. 

As shown in Table 5 below, the net interest margin declined by 
4 basis points from last year to 1.87%, as the benefits of a wider spread 
between the prime rate and core deposits and other items were more 
than offset by the above-mentioned growth in global equity derivatives. 


2000 1999 
Net interest margin (1) 1.87% 1.91% 
Components of change from prior year 
Growth in global equity derivatives (.08)% (.04)% 
Prime-core deposit spread .03 .O1 
Other 01 (.01) 
Total change from prior year (.04)% (.04)% 


(1) Net interest income, on a taxable equivalent basis, as a percentage of average total assets. 


Non-Interest Revenue 

As shown in Table 6 on page 30, non-interest revenues were $6.7 billion, 
up $1.3 billion or 24% from 1999 (excluding one-time revenues in 
1999 shown in Table 4 on page 24). Non-interest revenues accounted 
for 56% of total revenues, up from 51% in 1999. 

Non-interest revenues were up 14% in Personal & Commercial 
Financial Services, rose 27% in Wealth Management, increased by 44% 
in Corporate & Investment Banking and rose by 12% in Transaction 
Processing. 

Most categories of non-interest revenues grew over 1999. Capital 
market fees rose substantially, reflecting higher revenues from full-service 


Outlook 


brokerage, discount brokerage and mergers & acquisitions activity. 
The growth in trading revenues is discussed on page 30. Higher invest- 
ment management and custodial fees reflected growth in assets under 
management and under administration. The growth in card service rev- 
enues partially stemmed from the return to the consolidated balance 
sheet of previously-securitized credit card receivables, the acquisition of 
Bank One’s Canadian credit card portfolio and increased dollar volumes 
of transactions. The growth in foreign exchange revenues reflected 
increased market share. Mutual fund revenue growth reflected net 
growth in mutual fund assets of $3.5 billion during 2000. 


e The bank is targeting revenue growth of over 10% in 2001, under the expectations that capital markets will not 
strengthen or weaken significantly from the level in early December 2000, retail loan volumes will increase next year 
and the net interest margin will remain relatively unchanged 
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Management's Discussion and Analysis 


Table 6: Non-Interest Revenue 


2000 vs 1999 1999 vs 1998 


(C$ millions) 2000 1999 1998 Increase (decrease) Increase (decrease) 
Capital market fees $ 1,810 $ 1,209 $ 1,118 $ 601 50% §$ 91 8% 
Trading revenues 1,540 1,106 760 434 39 346 46 
Deposit and payment service charges 756 688 664 68 10 24 4 
Investment management and custodial fees 684 547 495 137 25 52 11 
Mutual fund revenues 528 479 447 49 10 Sz 7 
Card service revenues 420 362 305 58 16 Bi. 19 
Securitization revenues 104 220 226 (116) (53) (6) (3) 
Foreign exchange revenues, other 

than trading 299 243 218 56 23 25 LL 
Credit fees 212 189 183 23 12 6 3 
Revenues from insurance activities 151 174 113 (23) (13) 61 54 
Gain (loss) on sale of securities (11) 18 66 (29) (161) (48) (73) 
Loss on disposal of premises 

and equipment (16) (5) (32) (11) (220) 27 84 
Other 203 156 187 47 30 (31) (17) 
Total core (i.e., excluding one-time gains) 6,680 5,386 4,750 1,294 24 636 ug} 
One-time gains (1) - 105 247 (105) (100) (142) (57) 
Total $ 6680 $¢ 5491 $¢ 4,997 $ 1,189 22% $ 494 10% 


(1) 
aggregating $30 million. 


Trading Revenues 

Trading revenues include gains and losses on securities and derivatives 
that the bank trades actively, or expects to hold for short periods, and 
whose values are marked-to-market daily. A description of trading rev- 
enues included in net interest income and non-interest revenues is 
provided in footnotes (1) and (2) to Table 7 on page 31. 

Trading revenues recorded in net interest income decreased by 
$370 million and in non-interest revenues increased by $434 million 
during 2000, partially due to the equity derivatives portfolio. As men- 
tioned on page 29, funding costs from the growing equity derivatives 
portfolio are included in net interest income and the revenues are 
recorded in non-interest revenue. Total trading revenues were up 
$64 million or 6% in 2000, reflecting strong overall growth in the 
equity derivatives business and active markets in 2000. The bank 
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One-time gains in 1999 are described in Table 4 on page 24. One-time gains in 1998 of $247 million consisted of a $277 million gain on sale of LDC Brady bonds offset by other charges 


continues to avoid large proprietary trading positions and conducts the 
majority of trading to accommodate clients in the major G7 markets 
and currencies. 

With respect to products, as shown in Table 7 on page 31, revenues 
from equity, commodity and precious metal contracts increased 51% 
due to growth in the equity derivatives business. Trading revenues from 
foreign exchange contracts rose 4%, while those from interest rate risk 
management contracts were 75% higher. Revenues from debt instru- 
ments shrank 39% due to additional costs of funding the inventory and 
weakness in all fixed income markets — in.Canada, the U.S. and Europe — 
reflecting widening credit spreads and greater volatility. The size of the 
bank’s high-yield bond trading portfolio was less than US$100 million 
at October 31, 2000, with approximately 60% of this amount in the 
telecommunications sector. 


Management’s Discussion and Analysis 


Table 7: Trading Revenues 


(C$ millions) 2000 1999 1998 
Net interest income (1) $ (365) $ a 8 179 
Non-interest revenue (2) 1,540 1,106 5? 
Total Smemletyos $A Ss 931 
By product 
Debt instruments (3) $ 257. $ AD8} SS 389 
Equity, commodity and precious metal contracts 496 329 224 
Foreign exchange contracts (4) 301 290 267 
Interest rate risk management contracts (5) 121 69 51 
Total SeeetOe 2 be 1 Ll ees 931 


(1) Includes interest earned on trading securities and other cash instruments held in the trading portfolios less funding costs associated with trading-related derivative and security positions. 
Net interest income for 1999 reflects reclassification of interest expenses to net interest income from non-interest revenue of $125 million. Net interest income prior to 1999 has not been 
restated to reflect this reclassification. A similar reclassification in 1998 would have resulted in a transfer of $50 million of interest expense to net interest income from non-interest revenue. 
Total trading revenues cid not change as a result of the reclassification. 

(2) Primarily includes realized and unrealized gains and losses on trading securities, derivative instruments and foreign exchange trading activities. 

(3) Includes Canadian government securities and corporate debt instruments. 

(4) Includes foreign exchange spot, forward, futures and options contracts. 

(5) Includes swaps, interest rate options, interest rate futures, forward rate agreements and related cash instruments used to hedge the trading derivatives portfolios. 


Table 8: Change in Net Interest Income 


2000 vs 1999 1999 vs 1998 
Increase (decrease) Increase (decrease) 
due to changes in due to changes in 
average average Net average average Net 
(C$ millions, taxable equivalent basis) volume (1) rate (1) change volume (1) rate (1) change 
Assets 
Deposits with other banks ‘ 
Canada $ Biles £5 GuiDy £5 40 ¢$¢ G85 eee 19 
International (38) 132 94 105 (105) - 
Securities 
Trading account 286 6 292 254 (172) 82 
Available for sale 107 28 135 ei (30) 82 
Held to maturity (6) 10 4 22 2 24 
Assets purchased under reverse repurchase agreements (2) 187 185 (120) (156) (276) 
Loans 
Canada 
Residential mortgage 122 (15) 107 282 (75) 207 
Personal 216 129 345 158 4 162 
Credit card 139 40 179 28 3) 33 
Business and government 24 83 107 27 (364) (337) 
International (326) 740 414 (596) 491 (105) 
Total interest income $ 573) 7S Ple3297 5S e902 =F Byes S (387) $ (109) 
Liabilities 
Deposits 
Canada $ TTS 466 $ 580 $ (78) $ NSLS 54 
International 226 615 841 233 (383) (150) 
Obligations related to securities sold short (32) 134 102 cy (35) (3) 
Obligations related to assets sold under 
repurchase agreements (13) 134 121 22 (95) (73) 
Subordinated debentures 42 16 58 a5) (38) (53) 
Other interest-bearing liabilities (47) 92 45 6 59 65 
Total interest expense 290 1,457 1,747 200 (360) (160) 
Net interest income $ 283 = $ (128) $ 155 .$ visyemas (2 in 46 51 


(1)  Volume/rate variance is allocated on the percentage relationship of changes in balances and changes in rates to the total net change in net interest income on a taxable equivalent basis. 
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Table 9: Net Interest Income on Average Assets and Liabilities 


2000 1999 1998 
Average Average Average Average Average Average 
(C$ millions, taxable equivalent basis) balances (1) Interest (2) rate balances (1) Interest (2) rate balances (1) Interest (2) rate 
Assets 
Deposits with other banks 
Canada $ 35225 $ 164 5.09% $ 2,244 $ 124 5.53% $ 2,133 9 105 4.92% 
International 14,885 811 5.45 15,694 Tay. 4.57 13,549 717 5.29 
18,110 975 5.38 17,938 841 4.69 15,682 822 5.24 
Securities 
Trading account 39,111 1,435 3.67 a1,315 1,143 3.65 24,768 1,061 4.28 
Available for sale (3) 17,824 1,040 5.83 15,982 905 5.66 14,011 823 5.87 
Held to maturity 1,057 7h 6.72 1,161 67 By. 779 43 5ib2 
57,992 2,546 4.39 48,458 72 AALS) 4.36 39,558 1,927 4.87 
Assets purchased under reverse repurchase agreements 21,729 1,078 4.96 21,769 893 4.10 24,444 1,169 4.78 
Loans (4) 
Canada 
Residential mortgage 59,860 3,891 6.50 57,979 3,784 6.53 53,682 3,577 6.66 
Personal 26,949 2,290 8.50 24,347 1,945 7.99 22,368 1,783 7.97 
Credit card 3,559 405 11.38 2,297 226 9.84 2,009 193 9.61 
Business and government 34,381 1,506 4.38 33,799 1,399 4.14 33,278 1,736 5.22 
124,749 8,092 6.49 118,422 7,354 6.21 tagss7; 7,289 6.55 
International 24,927 3,446 13.82 27,705 3,032 10.94 33,584 3,137 9.34 
149,676 11,538 TD 146,127 10,386 Teal 144,921 10,426 7.19 
Total interest-earning assets 247,507 16,137 6.52 234,292 14,235 6.08 224,605 14,344 6.39 
Non-interest-bearing deposits with other banks 525 666 394 
Customers’ liability under acceptances 10,281 9,508 10,033 
Other assets 27,724 21,531 28,623 
Allowance for credit losses (1,937) (1,997) (2,155) 
Total assets $ 284,100 $ 16,137 5.68% $ 270,000 $ 14,235 5.27%. $. 261;500_$ 14,344 5.49% 
Liabilities and shareholders’ equity 
Deposits (5) - 
Canada $ 107,533 $ 5,060 4.71% $ 104,919 $ 4,480 4.27% $ 106,784 $ 4,426 4.14% 
International 71,024 3,997 5.63 66,498 3,156 4.75 61,933 3,306 5.34 
178,557 9,057 5.07 171,417 7,636 4.45 168,717 TISe2 4.58 
Obligations related to securities sold short 14,195 656 4.62 15,015 554 3.69 14,168 557 3.93 
Obligations related to assets sold 
under repurchase agreements 11,873 653 5.50 12,169 532 4.37 11,724 605 5.16 
Subordinated debentures 5,129 344 6.71 4,499 286 6.36 4,711 339 7.20 
Other interest-bearing liabilities 3,042 120 3.94 5,574 vhs) i235) 3,936 10 .25 
Total interest-bearing liabilities 212,796 10,830 5.09 208,674 9,083 4.35 203,256 9,243 4.55 
Non-interest-bearing deposits 17,509 [35379 9:974 
Acceptances 10,281 9,508 10,033 
Other liabilities 30,811 25,958 27,013 
271,397 10,830 3.99 257,519 9,083 3153 250,273 9,243 3.69 
Shareholders’ equity 
Preferred 1,978 2,213 1,972 
Common 10,725 10,268 9,255 
Total liabilities and shareholders’ equity $ 284,100 $ 10,830 3.81% $ 270,000 $ 9,083 3.36% $ 261,500 $ 9,243 3.53% 
Net interest income as a % of total average assets $ 284,100 $ 5,307 1.87% $ 270,000 $ 5152 1.91% $ 261,500 $ 5,101 1.95% 
Net interest income as a % of total 
average interest-earning assets 
Canada $ 179,982 $ 4,796 2.66% $ 168,842 $ 4,402 2.61% $ 161,648 $ 4,409 2.73% 
International 67,525 511 76 65,450 750 15: 62,957 692 1.10 
Total $ 247,507 $ 5,307 2.14% $ 234,292 $ 5,152 2.20% $ 224,605 $ 5,101 2.27% 


(1) Calculated on a daily basis. 


(2) Interest income includes loan fees (2000 — $274 million; 1999 ~ $250 million; 1998 — $195 million). The taxable equivalent adjustment is based on the Canadian tax rate of 42.8% for 


2000, 43.0% for 1999 and 42.9% for 1998. 


(3) Tax-exempt securities had average balances of $2,848, $2,017 and $1,152 million, interest earned of $63, $83 and $87 million and average rates of 2.21%, 4.12% and 7.55% for 2000, 


1999 and 1998, respectively. 


(4) Average balances include nonaccrual loans. 


(5) Deposits include savings deposits with average balances of $34, $33 and $42 billion, interest expense of $0.7, $0.6 and $0.7 billion and average rates of 2.06%, 1.82% and 1.67% for 
2000, 1999 and 1998, respectively. Deposits also include time deposits with average balances of $38, $37 and $47 billion, interest expense of $2.0, $2.0 and $2.6 billion and average rates 
of 5.26%, 5.41% and 5.53% for 2000, 1999 and 1998, respectively. 
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Financial Priority: Cost Control 


Highlights 


Management’s Discussion and Analysis 


e Non-interest expenses up 9% from 1999, 430 basis points below the growth rate of revenues 


e Base non-interest expenses down 2% 
e §=6Efficiency ratio of 63.6% versus 66.2% in 1999 


e Operating efficiency ratio (i.e., excluding costs and revenues of strategic initiatives, costs of Stock Appreciation 
Rights and one-time expenses and revenues) of 60.6%, 440 basis points better than in 1999 
e Removed $580 million of costs from the expense base by the end of 2000, compared to objective of $400 million 


Performance 

As shown in Table 10 below, core non-interest expenses (i.e., excluding 
one-time expenses in 1999 mentioned in Table 4.0n page 24) were up 
$657 million or 9% from 1999. There were a number of factors that 
accounted for this increase. The bank incurred expenses relating to 
strategic initiatives of $390 million in 2000, up $259 million from last 
year. These largely related to acquisitions such as Prism Financial, private 
banking operations of Ernst & Young in Jersey, Channel Islands, insur- 
ance operations of Prudential of America Life Insurance Co. (Canada), 
hiring of teams in investment banking outside Canada and growth of 
North American eBusiness initiatives. Additionally, appreciation in the 


Table 10: Non-Interest Expenses 


bank’s share price during 2000 resulted in a $52 million expense for 
Stock Appreciation Rights (SARs) that were granted under the Stock 
Option Plan in November 1999. There was no such expense recorded in 
1999. Operating non-interest expenses (i.e., excluding costs of strategic 
initiatives and SARs and one-time expenses) were up 5% from 1999 as 
shown in Table 11 on page 34. 

Performance-related compensation costs were up $453 million this 
year, largely due to much stronger results in Corporate & Investment 
Banking and Wealth Management. Base non-interest expenses (operating 
non-interest expenses less performance-related compensation) were 
actually down 2% from 1999 as also shown in Table 11. 


2000 vs 1999 1999 vs 1998 


(C$ millions) 2000 1999 1998 Increase (decrease) Increase (decrease) 
Human resources See '695" i ($e 41032) 1 Siem 3 63885 “S$ 663 16% $ 394 11% 
Occupancy 
Net premises rent 384 262 239 122 47 23 10 
Premises repairs and maintenance 68 88 93 (20) (23) (5) (5) 
Depreciation 81 92 92 (11) (12) = = 
Property taxes 15 41 46 (26) (63) (5) (11) 
Energy 22 33 33 (11) (33) = = 
570 516 503 54 10 13 3 
Equipment 
Office and computer rental 
and maintenance 376 376 329 - - 47 14 
Depreciation 288 297 250 (9) (3) 47 19 
664 673 579 (9) (1) 94 16 
Communications 
Telecommunications 225 225 209 - - 16 8 
Marketing and public relations 173 182 IAS (9) (5) 7 4 
Postage and courier 170 ay 156 13 8 1 1 
Stationery and printing 127 129 125 (2) (2) 3 
695 693 665 2 - 28 4 
Other 
Professional fees 267 274 262 (7) (3) li 3) 
Business and capital taxes 134 114 118 20 18 (4) (3) 
Deposit insurance 30 ant 111 (41) (58) (40) (36) 
Travel and relocation 85 90 98 (5) (6) (8) (8) 
Amortization of goodwill and 
other intangibles 91 70 66 21 30 4 6 
Employee training 38 48 60 (10) (21) (12) (20) 
Donations 26 29 25 (3) (10) 4 16 
Other 333 361 269 (28) (8) 92 34 
1,004 1,057 1,009 (53) (5) 48 5 
Total core (i.e., excluding 
one-time expenses) 7,628 6,971 6,394 657 9 Bie 9 
One-time expenses (1) - 170 116 (170) (100) 54 47 
Total coeerozoee S$) 214) $$ 6510 § 487 7% ff 631 10% 


(1) One-time expenses in 1999 are described in Table 4 on page 24. One-time expenses of $116 million in 1998 related to a $62 million restructuring charge and other charges 


aggregating $54 million. 
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As shown in Table 12 below, the core efficiency ratio improved to 
63.6% from 66.2% in 1999, while the operating efficiency ratio was 
60.6%, down 440 basis points from last year. On a Canadian GAAP 


Table 11: Components of Non-Interest Expenses 


basis, the bank achieved an operating efficiency ratio of 59.5% in the 
fourth quarter of 2000, in line with the objective stated in its third quar- 
ter 2000 earnings press release. 


2000 vs 1999 


(C$ millions) 2000 1999 Increase (decrease) 
Core non-interest expenses (1) Si e628) $$... 6,971 oes 657 9% 
Cost of strategic initiatives 390 131 259 198 
Cost of Stock Appreciation Rights 52 - 52 n.a. 
Operating non-interest expenses (2) 7,186 6,840 346 5 
Performance-related compensation 1,662 1,209 453 o7 
Base non-interest expenses (3) So b524 8 8$ 5 63t. 0 (107) (2)% 
(1) Excludes one-time expenses in 1999 detailed in Table 4 on page 24. There were no one-time expenses in 2000. 
(2) Core non-interest expenses less costs of strategic initiatives and Stock Appreciation Rights. 
(3) | Operating non-interest expenses less performance-related compensation. 
Table 12: Key Efficiency Ratios 

2000 vs 1999 
(C$ millions) 2000 1999 Increase (decrease) 
Core non-interest expenses Sim B7'628 CSOl 6.971 0-$ 657 9% 
Core revenues $ 11,987 $ 10538 $ £1,449 14% 
Core efficiency ratio (1) 63.6% 66.2% (260)bp 
Operating non-interest expenses $ 7,186 $ 6840 $¢ 346 5% 
Operating revenues (2) § 117,849  “$° 10'526° “Sieleszs 13% 
Operating efficiency ratio (3) 60.6% 65.0% (440)bp 
Operating efficiency ratio (Canadian GAAP) 60.0% 64.0% (400)bp 


(1) Core non-interest expenses as a percentage of total core revenues. 
(2) Core revenues less revenues associated with strategic initiatives. 
(3) | Operating non-interest expenses as a percentage of operating revenues. 


The substantial improvement in efficiency was achieved through the 
removal of $580 million of costs from the bank’s cost base by the end 
of 2000. This compared to targeted cost savings of $400 million as 
shown below. 


Cost Savings by End of 2000 


(C$ millions) Targeted Achieved 
Streamlined overhead functions > OO See 60 
Enhancement of service delivery 100 150 
Lower costs for purchased goods and services 100+ 140 
Redefinition of international corporate 

lending operations 87.5 80 
Network reconfiguration 35 50 
Total $ 400+ $ 580 


The bank had targeted savings of approximately $100 million from 
reduced overhead functions and exceeded this target by $60 million. 
These savings came largely from combining functions and reducing staff 
in businesses, geographic units and the head office. 

Enhancement of service delivery refers to the removal and central- 
ization of after-sales servicing and administrative activities from the 
bank’s branches. The targeted cost savings from these efforts were 
approximately $100 million, and $150 million were realized. 


Outlook 


Approximately a quarter of the $400 million of cost savings was 
targeted from lower procurement costs. The bank achieved $140 million 
in savings from these sourcing initiatives. 

The returns from international corporate lending have been volatile 
and insufficient to warrant an extensive and expensive network outside 
Canada. Savings of $80 million were achieved by the end of 2000 from 
the restructuring of international corporate banking and global financial 
institutions operations. 

With approximately 90% of routine transactions now conducted 
through electronic channels, branches have increasingly become sales 
and advice outlets. The branch network was rationalized and restructured, 
for total cost savings of $50 million by the end of 2000. 

These changes resulted in 3,504 fewer people, excluding 845 non- 
commissioned employees at Prism Financial Corporation, which was 
acquired in April 2000. The annual attrition level prior to 2000 has run 
around 5% or 2,500 people. 

The bank believes that changes in business mix make an efficiency 
ratio for the entire bank an inappropriate measure of cost performance. 
Therefore, in future, the efficiency ratio for the bank as a whole will not 
be measured. Instead, emphasis will be placed on the operating effi- 
ciency ratio of each business segment and possibly other cost measures 
that may be appropriate for some of the segments. Operating efficiency 
ratios for the segments appear in the tables on pages 24 to 28. 

The bank is aiming to further improve its cost competitiveness. 


e [In 2001, the bank expects to grow operating expenses at a lower rate than operating revenues 
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Income and Other Taxes 

Income and other taxes reported in Table 13 below were $2.0 billion in 
2000, comprising income taxes of $1,440 million (including a taxable 
equivalent adjustment) and other taxes of $557 million. Income taxes 
increased by $431 million over 1999, largely due to the $933 million 
increase in net income before income taxes, while other taxes were up 
$19 million as a result of higher goods and services tax and sales taxes, 
payroll taxes, provincial capital taxes and business taxes, which more 
than offset a decline in property taxes attributable to the sale of real 
estate in 1999. 


Table 13: Taxes 


(C$ millions) 


Management's Discussion and Analysis 


As shown below and in note 8 of the consolidated financial state- 
ments on page 68, the effective income tax rate increased from 36.0% 
in 1999 to 38.8% in 2000. 

In addition to the income and other taxes reported in the consolidated 
income statement, the bank recorded income tax benefits of $17 million 
in 2000 (1999 — expense of $108 million) in shareholders’ equity related to 
unrealized gains and losses on available for sale securities (net of hedging 
activities) and unrealized foreign currency translation gains and losses 
(net of hedging activities). 


Income taxes 


Other taxes 


Total 


Consolidated statement of income See a2 “$ OTA Sel 2S 
Taxable equivalent adjustment 28 35 37 
1,440 1,009 Ie ANY) 

Goods and services tax and sales taxes 208 187 182 
Payroll taxes 188 176 Wd 
Provincial capital taxes 108 98 95 
Property taxes (1) 16 55 63 
Business taxes 26 16 ZS: 
Insurance premium taxes 11 6 6 
557 538 540 

$ 1,997 $ 5A eee 1,705 

Effective income tax rate (2) 38.8% 36.0% 37.9% 
Effective total tax rate (3) 47.2% 48.0% 


(1) _ Includes amounts netted against non-interest revenue regarding investment properties. 


(2) Income taxes reported in the consolidated statement of income, as a percentage of net income before taxes. 
(3) - Total income taxes and other taxes as a percentage of net income before income taxes and other taxes expressed on a taxable equivalent basis. 
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Financial Priority: Strong Credit Quality 


Highlights 
e Nonaccrual loans down 2% to $1,678 million 


e Nonaccrual loans to total loans of 1.0%, down from 1.1% in 1999 
e Provision for credit losses down 9% from 1999 to $691 million 
e Allocated specific provision ratio of .36%, up from .34% in 1999 


e Net charge-offs ratio of .42%, versus .62% in 1999 


e Allowance for credit losses up $75 million to $1,975 million 


Nonaccrual Loans 
Loans are generally classified as nonaccrual.under circumstances 
described in note 1 of the consolidated financial statements on page 58. 
As indicated in Table 14 below, nonaccrual loans declined $26 million 
from 1999 to $1,678 million at October 31, 2000. This reflects net addi- 
tions of $813 million and charge-offs and adjustments of $839 million. 
As shown in Table 15 on page 38, nonaccrual loans in Canada were 
down $18 million, comprising a $41 million decrease in business and 
government loans, partially offset by a $23 million increase in consumer 
loans. Within business and government nonaccrual loans in Canada, 
there were substantial decreases in the commercial real estate and 


Outlook 


forest products and energy sectors, and a considerable increase in the 
transportation and environmental sector. The increase in consumer 
nonaccrual loans resulted from small increases in both the residential 
mortgage and personal loans portfolios. International nonaccrual loans 
decreased $8 million as reductions in Asia and Europe more than offset 
an increase’in the U.S. One corporate client accounted for a significant 
portion of the increase in nonaccrual loans in the transportation and 
environmental sector, both in Canada and internationally. 

As a percentage of related loans (before deducting the allowance 
for loan losses), nonaccrual loans declined to 1.0% from 1.1% a year 
ago, with lower ratios both in Canada and internationally. 


e The bank does not expect a significant change in the level of nonaccrual loans in 2001, based upon its expectation 
of continued sound economic growth in Canada, albeit at a lower rate than in 2000 


Table 14: Change in Nonaccrual Loans 


(C$ millions) 2000 1999 1998 1997 1996 
Nonaccrual loans at beginning of year eO4n 2 Se 2001S 1,819; $ (2376) ese ae 
Additions 965 990 Ill 705 IOS 
Reductions (152) (247) (643) (624) (629) 
813 743 628 81 384 

Charge-offs and adjustments (839) (1,040) (446) (638) (952) 
Nonaccrual loans at end of year 1,678 $ e/ OLSe Sh iaen 2 001M ES L819. SueR2s76 
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Provision for Credit Losses 

The provision for credit losses is charged to income by an amount neces- 
sary to bring the allowance for credit losses to a level determined 
appropriate by management, as discussed in the Allowance for Credit 
Losses section below. 

The provision for credit losses was $691 million in 2000, down 
$69 million or 9% from 1999, as shown in Table 16 on page 39. 
tn Canada, the allocated specific provision for credit losses declined in 
the business and government loan portfolio but increased in the con- 
sumer loan portfolio during 2000. 

Provisions on personal loans rose largely due to higher provisions on 
student loans, growth of the personal loan portfolio, higher than 
expected losses on loans booked in 1999, and an increase to bring the 
coverage ratio (allowance for loan losses as a percentage of nonaccrual 
loans) to the previous year’s level. Accelerated charge-offs of personal 
loans in early 2000, to bring the bank in line with U.S. practice, had 
caused a decline in the allowance for loan losses on personal loans. (The 


Outlook 


Management's Discussion and Analysis 


bank had accelerated the charge-offs of corporate loans in 1999.) The 
cause of the higher than expected losses on personal loans booked in 
1999 has been identified and remedial action taken, with benefits 
expected to be realized in 12 to 15 months. 

Higher provisions on credit card loans stemmed from the purchase 
of the Canadian credit card portfolio of Bank One, the return to the con- 
solidated balance sheet of previously-securitized credit card receivables, 
growth in card volumes and a planned change in the risk profile of the 
business to accelerate volume growth. Despite these higher provisions, 
credit card net income was up 15% in 2000. 

Internationally, the allocated specific provision decreased as recov- 
eries in Asia and Europe more than offset increases in the United States. 

The allocated specific provision amounted to .36% of average 
loans (including bankers’ acceptances), up from .34% in 1999. Under 
Canadian GAAP, the ratio was .32%, up from .30% in 1999 and com- 
pared to a goal of .30-.40% for 2000. 


e In 2001, the bank is targeting a ratio of specific provisions for credit losses to average loans (including reverse 
repurchase agreements) and bankers’ acceptances of .30-.40% (using Canadian GAAP), unchanged from its goal for 
2000. This is based upon the bank’s expectation of continued sound economic growth in Canada, albeit at a lower 


rate than in 2000 


Allowance for Credit Losses 

The allowance for credit losses is maintained at a level sufficient to 
absorb probable losses in the loan and off-balance sheet portfolios. The 
individual elements as well as the overall allowance are evaluated on a 
quarterly basis. This evaluation is based on continuing assessments of 
problem accounts, recent loss experience and changes in other factors, 
including the composition and quality of the portfolio, economic condi- 
tions and regulatory requirements. The allowance is increased by the 
provision for credit losses, which is charged to income, and reduced by 
the amount of charge-offs net of recoveries. 

The determination of the allowance for credit losses is based upon 
estimates derived from historical analysis, adjusted for management’s 
judgment relating to current assumptions. Therefore, the allowance for 
credit losses will inevitably differ from actual losses incurred in the 
future. To minimize these differences, management assesses the meth- 
odology and all significant assumptions on a regular basis. 

As shown in Table 17 on page 40, the allowance for credit losses 
increased $75 million between 1999 and 2000. Net charge-offs 
decreased from $958 million to $677 million, largely due to a $299 mil- 
lion decrease in domestic business and government loan charge-offs. 
During 1999, the bank had accelerated the rate of charging off problem 
corporate loans to be consistent with U.S. practice. 

The bank has entered into a five-year agreement with a AAA rated 
reinsurer to provide capital if exceptional losses occur in the bank’s 
loan portfolio. The agreement requires the reinsurer to purchase up 
to $200 million in Non-cumulative first preferred shares at the 
October 27, 2000 market price, should the general allowance for credit 
losses (allocated general and unallocated allowances) be drawn below 
a certain level. In management’s view, if these shares had been issued 
currently, based on existing regulatory guidelines, they would qualify as 
Tier 1 capital. The sale of the securities would mitigate the impact of 
loan losses on the capital base of the bank through the replenishment 
of capital. 

The allowance for credit losses comprises four components — allo- 
cated specific, allocated country risk, allocated general and unallocated — 
as described in note 1 of the consolidated financial statements on page 58. 


Allocated Specific 

Allocated specific allowances are maintained to provide for the most 
likely losses on loans that have become nonaccrual. Allocated specific 
allowances for business and government loans are established on an 
individual borrower basis. Allocated specific allowances for residential 
mortgages, personal loans and small business loans are determined on a 
portfolio basis using historical loss experiences on nonaccrual loans. 
No allocated specific allowance is maintained for credit cards, as these 
balances are charged off after 180 days if no payment has been received. 


Allocated Country Risk 

Allocated country risk allowances are maintained with respect to exposures to 
certain less developed countries based on an overall assessment of the out- 
standing exposure and underlying economic conditions in those countries. 


Allocated General 

The allocated general allowance reflects the best estimate of probable 
losses that exist within that portion of the portfolio that has not yet been 
specifically identified as nonaccrual. This amount is determined based 
on the application of statistical expected loss factors to outstanding and 
undrawn facilities. The expected loss factors have been determined by 
assessing statistical loss migrations, adjusted to reflect management’s 
judgment regarding items that impact the quality of the portfolio. 


Unallocated 

The unallocated allowance is determined through management's assess- 
ment of probable losses that are in the portfolio but not adequately 
captured in the determination of the allocated specific, allocated country 
risk and allocated general allowances. This assessment includes consid- 
eration of current economic and business conditions and regulatory 
requirements affecting key lending operations. It also reflects manage- 
ment’s acknowledgement of the imprecise and subjective elements 
involved in modelling credit risk. 


Prior to October 31, 1999, the allocated general and unallocated allow- 
ances did not exist as separate components. 
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Table 15: Nonaccrual Loans 


(C$ millions) 2000 1999 1998 1997 1996 
Canada 
Atlantic provinces ES = "$ 77 60 64 61 
Quebec 198 259 261 378 544 
Ontario 572 438 543 583 1,020 
Prairie provinces 129 198 161 369 390 
British Columbia 355 415 485 83 a 
Total Canada 1,369 1,387 1,510 1,477 2,067 
Consumer 
Residential mortgage 185 173 166 166 188 
Personal 247 236 ay, 153 117 
432 409 383 319 305 
Business and government 
Small business (1) 248 232 130 144 117 
Transportation and environmental 185 21 13 287 303 
Forest products 184 235 383 79 250 
Commercial real estate 90 186 182 348 599. 
Agriculture (1) 53 62 47 46 51 
Information technology and media 44 57 43 18 ils! 
Consumer goods 37 43 55 43 ‘lal, 
Industrial products 28 19 25 68 58 
Financial services 20 16 121 8 11 
Commercial mortgages 16 25 22 43 88 
Energy - 38 6 ZZ - 
Other 32 46 100 UE 160 
937 978 IATL 1,158 1,762 
Total Canada 1,369 il -Ske57/ 1,510 1,477 2,067 
International 
United States 145 41 18 42 22 
Europe 46 58 59 43 86 
Latin America 9 10 4 20 1 
Caribbean 48 47 62 7 83 
Asia 33 127 308 132 54 
281 283 451 308 246 
Less developed countries (LDCs) 28 34 40 34 63 
Total international 309 319) 491 342 309 
Business and government 
Transportation and environmental 56 ~ 1 3 2 
Commercial real estate 4 5 12 31 Bis) 
Consumer goods 2 18 119 TUS 70 
Industrial products 83 38 76 30 54 
Financial services 41 89 90 46 68 
Energy 14 23 31 14 it 
Other 109 144 162 103 81 
Total international 309 Syl 491 342 309 
Total 67S7 G7 Pel 04: 2,001 1,819 2,376 
Nonaccrual loans as a % of related loans (including acceptances) (2) 
Canada 
Residential mortgage .30% 30% 30% 31% 39% 
Personal 91 97 .99 76 .66 
Business and government loans and acceptances 1.97 2.24 2.52. Ae 4.36 
.97 1.07 i211 1.25 1.89 
International 1.15 1.28 1.49 1.07 diy, 
Total 1.00% 1.11% 1.27% 1.21% 1.78% 


(1) The 2000 amounts include government guaranteed portions of nonaccrual loans of $101 million in small business (1999 — $79 million) and $6 million in agriculture (1999 — $5 million). 


Previously, only the non-guaranteed portion was considered nonaccrual. 


(2) Loans in Canada include all loans booked in Canada, regardless of currency or residence of borrower. 
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Table 16: Provision for Credit Losses 


(C$ millions) 2000 1999 1998 1997 1996 
_ Provision for credit losses 
Canada 
Atlantic provinces $ 5S-——S SY ect) B5e==> 3/7 > 36 
Quebec 22 Ul 63 149 186 
Ontario 342 52 144 is} 53) 
Prairie provinces 64 95 53 29 86 
British Columbia 40 192 32 37 3 
Total Canada 526 442 427 265 464 
Consumer 
Residential mortgage - 4 9 tr? 56 
Personal 301 WZ 171 114 99 
Credit card 102 5S 28 65 76 
403 231 208 191 231 
Business and government 
Small business 105 alles} 48 51 73 
Transportation and environmental 56 if (27) (9) 53 
Information technology and media 19 (16) (20) 5 (34) 
Consumer goods 7 iat Zo (29) 50 
Agriculture 4 2 4 1 (1) 
Commercial mortgages 2 8 6 18 26 
Industrial products 2 (10) (6) 12 5) 
Financial services - 5 1s 1 (1) 
Energy (8) 12 1 (1) (1) 
Commercial real estate (17) 9 (30) (78) (43) 
Forest products (36) 81 76 86 103 
Other (11) (11) 31 17 3 
123 211 219 74 233 
Total Canada 526 442 427 265 464 
International 
United States 99 45 (7) (8) (13) 
Europe (9) 21 10 (24) (19) 
Latin America 2 2 (2) 7 - 
Caribbean 3 - 3 7, 4 
Asia (50) 20 124 83 34 
Total international 45 88 128 65 6 
Business and government 
Transportation and environmental 42 - (1) 1 - 
Consumer goods (7) (10) (5) 46 17 
Industrial products 34 31 9 5 2x 
Financial services (21) 2 36 (2) 1 
Energy (2) - 22i\ 4 1 
Commercial real estate 1 2 (2) (1) (28) 
Other (2) 63 70 l/s (6) 
Total international 45 88 128 65 6 
Allocated specific provision 571 530 SOS 330 470 
Allocated country risk provision - ~ (80) = (300) 
Allocated general provision (1) 73 n.a. n.a. na. n.a. 
Total allocated provision (1) 644 n.a. n.a. n.a. n.a. 
Unallocated provision (1) 47 n.a. n.a. n.a. n.a. 
Total $ 69h 7S 760 $ 5/5, $ 380 = $ 570 


I 


As a % of related average loans (including acceptances) 


Canada 
Residential mortgage -% .01% 02% 02% 12% 
Personal 1.12 in SAS 59 .60 
Credit card 2.87 Daa) ESS 1.84 2.20 
Business and government loans and acceptances .28 AQ Soyil 19 61 
39 35 35 .24 44 
International .18 oie “eh LE .03 
Total allocated specific provision .36% 34% 36% 23% 37% 
Total provision for credit losses 43% A9% 37% 27% 45% 
As a % of average loans (including acceptances) 
and reverse repurchase agreements 
Total allocated specific provision .31% 30% 31% 21% 36% 
Total provision for credit losses .38% A3% 32% 24% 43% 


(1) The allocated general provision and the unallocated provision totalled $230 million in 1999, $100 million in 1998, $50 million in 1997 and $400 million in 1996. 
These were not separated into the allocated general and unallocated components. 
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Management's Discussion and Analysis 


Table 17: Allowance for Credit Losses 


(C$ millions) 2000 1999 1998 1997 1996 
Allowance at beginning of year $ 1900 $ 2,066 $ 2,118 §$ eac2235a5 Si meng 
Provision for credit losses 691 760 575 380 570 
Charge-offs 
Canada 
Residential mortgage (11) (14) (17) (34) (46) 
Personal (372) (236) (163) (138) (133) 
Credit card (150) (65) (52) (98) (104) 
Business and government (225) (524) (250) (361) (542) 
(758) (839) (482) (631) (825) 
International, excluding LDCs (81) (229) (29) (28) (124) 
LDC exposures - (4) (325) (10) (186) 
(839) (1,072) (836) (669) G35) 
Recoveries 
Canada 
Residential mortgage - 2 6 s) aE 
Personal 44 Sil 26 21 PA 
Credit card 48 10 24 32 28 
Business and government 48 66 80 62 65 
140 109 136 124 125 
International 22 5 8 Ry, 9 
162 114 144 141 134 
Net charge-offs (677) (958) (692) (528) (1,001) 
Adjustments 61 32 65 cil (3) 
Allowance at end of year $ 1,975. $ 1,900 $ 2066 $ 2 DiS Sees 
Net charge-offs (excluding LDCs) as a % of average loans 42% 61% 24% 36% 64% 
Net charge-offs as a % of average loans 42% 62% 45% 37% 19% 
Allocation of allowance (1) 
Canada 
Residential mortgage $ 46 $ 53 ¢ 50” -$ 52 aS 65 
Personal 403 344 156 92 77 
Credit card 88 60 - - - 
Business and government 664 748 604 562 TES 
1,201 1,205 810 706 917 
International 333 389 366 S13 258 
Allocated allowance for loan losses (2) 1,534 1,594 n.a. n.a. n.a. 
Unallocated allowance for loan losses (2) 337 290 n.a. n.a. n.a 
Total allowance for loan losses 1,871 | 1,884 2,026 1,769 1,875 
Allowance for off-balance sheet and other items (3) 98 - - - - 
Allowance for tax-exempt securities 6 16 40 30 34 
Allowance for country risk securities - = - 319 326 
Total allowance for credit losses $ 1,975 $ 1,900 $ 2,066 $ 2118) “Samzaes 
Composition of allowance 
Allocated specific $ Tage S 786 «6$ ThA Sy ey oS 682-4 1,091 
Allocated country risk 28 34 40 436 444 
Allocated general (2) 863 790 n.a. n.a. n.a. 
Total allocated allowance for credit losses (2) 1,638 Pole n.a. n.a. n.a. 
Unallocated allowance for credit losses (2) S37. 290 n.a. n.a. n.a. 
Total allowance for credit losses $, 1975, $ 1,900 $ £2,066 ,,Sep25)18 .5. SieeesO 
Percentage of loans to total loans 
Canada 
Residential mortgage 37% 38% 36% 35% 36% 
Personal 16 16 14 14 13 
Credit card 3 2 1 2 3 
Business and government 28 28 28 28 30 
84 84 79 79 82 
International 16 16 21 PAL 18 
Total 100% 100% 100% 100% 100% 
Allowance for loan losses as a % of loans (including acceptances) 1.1% 1.2% 1.3% 1.2% 1.4% 
Allowance for loan losses as a % of loans (including acceptances) 
and reverse repurchase agreements 1.0% 1.1% REG see bay 1.3% 
Allowance for loan losses as a % of nonaccrual loans (coverage ratio), 
excluding LDCs 112% 112% 103% 94% 77% 


(1) As aresult of a change in methodology in 1999, the allowance for loan losses in 2000 and 1999 includes amounts for the allocated general allowance, which have been allocated to loan 


categories. These amounts total $765 million (1999 — $790 million) and have been allocated as follows: for Canada — residential mortgages $18 million (1999 — $11 million), 


personal $207 million (1999 — $174 million), credit cards $88 million (1999 — $60 million), business and government $321 million (1999 — $370 million), and international $131 million 


(1999 — $175 million). The amounts prior to 1999 do not include the allocated general allowance. 


(2) The allocated general and the unallocated allowance totalled $850 million in 1998, $750 million in 1997 and $700 million in 1996. These were not separated into the allocated general 


and unallocated components prior to October 31, 1999. 


(3) During 2000, the allowance for off-balance sheet and other items was separated and reported under other liabilities. Previously, the amount was included in the allowance for loan losses. 
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Management's Discussion and Analysis 


Financial Priority: Balance Sheet and Capital Management 


Highlights 

e Strong growth in consumer loans 

e Deposits increased at a faster rate than in 1999 
e Internally generated capital of $1.4 billion 


e Issued $1.2 billion of subordinated debentures and $650 million of innovative Tier 1 capital (RBC TruCS) 
e Repurchased 19.7 million common shares for $660 million 


As shown in Table 18 below, cash resources decreased by $3.4 billion 
or 15% from 1999. In 1999, cash resources had been significantly 
increased in preparation for potential disruptions relating to the Year 
2000 issue. 

Total consumer loans (residential mortgage, personal and credit 
card loans) were up $8.5 billion or 10% from 1999. Residential mort- 
gages were up 6% and personal loans were up 11%. Credit cards 
increased $2.0 billion or 75%, partially reflecting the bank’s decision, 
in light of market conditions, to return to the consolidated balance sheet 
$1.2 billion of previously-securitized credit card receivables funded 


Table 18: Balance Sheet Growth 


by commercial paper, and the purchase of the $430 million Canadian 
credit card portfolio of Bank One in 2000. Business and government 
loans and acceptances increased by $5.3 billion or 8%. Loans in Asia 
and Latin America were lower, as shown in Table 21 on page 47. 
Deposits increased by 10% during 2000, with the increase almost 
equally distributed between international and Canadian deposits. 
Interest-bearing deposits accounted for over two-thirds of the total 
increase. Further details on deposits are provided in Table 25 on page 52. 
Changes in capital are discussed on page 42. 


(C$ millions) 2000 ieee) 
Components of growth in assets over prior year 
Cash resources $ (3,436) (15)% $ 6,647 41% 
Securities (1) 7,527 14 10,198 24 
Assets purchased under reverse repurchase agreements (1,969) (10) 365 2 
Loans 
Residential mortgage (1) 3,742 6 2,774 5 
Personal 2,764 11 2,494 11 
Credit card 2,000 75 : 721 37 
Business and government loans and acceptances 5,256 8 (9,331) (12) 
13,762 9 (3,342) (2) 
Allowance for loan losses 13 1 142 7 
13,775 9 (3,200) (2) 
Other assets 4,859 19 (21,786) (46) 
Total change over prior year $ 20,756 8% $ (7,776) (3)% 
Components of growth in liabilities and shareholders’ equity over prior year 
Deposits 
Canada 
Non-interest-bearing $ 5,135 30% ao$ 452,493 17% 
Interest-bearing 3,683 3 3,280 3 
International 
Non-interest-bearing 197 30 236 55 
Interest-bearing 9,325 16 1,883 5 
18,340 10 7,892 4 
Other liabilities (302) - (16,331) (19) 
Subordinated debentures 1,229 27 509 12 
Non-controlling interest 600 583 (396) (79) 
Shareholders’ equity 889 7/ 550 5 
Total change over prior year $ 20,756 8% $ (7,776) (3)% 


(1) Reflects mortgage securitization balances of $0.5 billion (1999 — $3.2 billion) that have been transferred to securities. 


Outlook 


® The bank expects consumer loan growth in 2001 to remain solid but to moderate somewhat from 2000 
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Capital Management 
Capital management requires balancing the desires for strong, competi- 
tive capital ratios and for maintaining high debt ratings with the need to 
also provide solid returns to shareholders. In striving for this balance, the 
bank considers expected levels of risk-adjusted assets and balance sheet 
assets, future investment plans and the costs and terms of current and 
potential capital issues. 

The bank is committed to maintaining strong capital ratios through 
internal capital generation, the issuance of capital instruments when 
appropriate and controlled growth in risk-adjusted assets. 


Balance Sheet Capital 

Total balance sheet capital, which includes shareholders’ equity and 
subordinated debentures, was $19.1 billion at October 31, 2000, 
up $2.1 billion from a year ago. The most significant factors behind the 
increase were $1.4 billion of internally generated capital and the net 
issuance of $0.6 billion of capital during 2000. 

In January and August 2000, the bank issued $500 million and 
$700 million of subordinated debentures, respectively. Debentures of 
$20 million matured during the year. 

In April 2000, the bank issued $50 million of common equity upon 
the conversion of Class C shares of the bank’s wholly owned subsidiary, 
Royal Bank DS Holding Inc., that had been issued on November 1, 1996, 
in connection with the acquisition of Richardson Greenshields. 

In July 2000, the bank issued $650 million of RBC TruCS, a form of 
innovative Tier 1 capital, which is reported as non-controlling interest in 
subsidiaries on the consolidated balance sheet. 

On February 23, 2000, the bank received stock exchange approval 
to amend its normal course issuer bid, increasing the number of com- 
mon shares that could be purchased during the 12-month period ending 
June 23, 2000, from 3.5% to 6.0% of its common share float in 
June 1999 (when the repurchase program was implemented), or 
37.4 million shares. At the conclusion of the normal course issuer bid 
in June 2000, 30.2 million common shares had been repurchased 
since June 1999 at a cost of approximately $990 million, of which 
19.7 million common shares were repurchased during fiscal 2000, at a 
cost of approximately $660 million. 

In August 2000, the bank announced a stock dividend of one com- 
mon share for each outstanding common share. The effect of this 
one-for-one stock dividend was the same as that of a two-for-one split of 
the bank’s common stock. The common shares commenced trading on a 
post-stock dividend basis on September 25, 2000, (the record date) on 
the Toronto and Swiss Stock Exchanges, on September 26, 2000, on the 
London Stock Exchange, and on October 6, 2000, on the New York 
Stock Exchange. 

Common share dividends were $689 million, up $101 million from 
1999, and preferred share dividends were $134 million, down $23 mil- 
lion. The bank announced two increases in its quarterly common share 
dividend during the year, representing 25% growth, from $0.24 to 
$0.30. The dividend payout ratio (common share dividends as a per- 
centage of net income less preferred share dividends) was 33% in 2000 
and 37% in 1999. The target payout ratio is 30-40%. 

On September 28, 2000, the bank announced that it had signed a 
definitive merger agreement with Dain Rauscher Corporation (described 
on page 6) and mentioned that it would issue common shares of approx- 
imately $500 million, innovative Tier 1 capital up to $750 million as 
well as subordinated debentures. Subsequently, on December 6, 2000, 
the bank issued $750 million of innovative Tier 1 capital (RBC TruCs). 
In addition, the bank announced on November 30, 2000, that it had 
filed a preliminary prospectus for the issuance of common shares. 
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Regulatory Capital 

Capital strength for Canadian banks is regulated pursuant to guidelines 
issued by the Superintendent of Financial Institutions Canada (OSF1), 
based on standards issued by the Bank for International Settlements 
(BIS) and Canadian GAAP financial information. 

Regulatory capital, which differs from capital recorded on the con- 
solidated balance sheet, is allocated into two tiers. Tier 1 capital 
comprises the more permanent form of capital. The components of Tier 1 
and Tier 2 capital are shown in Table 19 on page 43. 

Regulatory capital ratios are calculated by dividing Tier 1 and Total 
capital by risk-adjusted assets. Risk-adjusted assets, as shown in 
Table 20 on page 44, are determined by applying risk weights to bal- 
ance sheet assets and off-balance sheet financial instruments according 
to the relative credit risk of the counterparty. Risk-adjusted assets also 
include an amount for the market risk exposure associated with the 
bank’s trading portfolio. 

The bank’s policy is to remain well capitalized so as to provide a 
safety net for the variety of risks that it is exposed to in the conduct of 
its business. In 1999, OSFI formally established risk-based capital targets 
for deposit-taking institutions in Canada. These targets are a Tier 1 capital 
ratio of at least 7% and a Total capital ratio of at least 10%. As at 
October 31, 2000, the bank’s Tier 1 and Total capital ratios were 8.6% 
and 12.0%, respectively, compared to 8.1% and 11.2% at October 31, 
1999. As mentioned in footnote (5) of Table 19 on page 43, the 
bank’s pro forma capital ratios at October 31, 2000, after giving effect 
to acquisitions of Dain Rauscher Corporation, Liberty Life Insurance 
Company and Liberty Insurance Services Corporation, the issuance of 
$500 million of common shares and $750 million of innovative Tier 1 
capital, and the adoption of the new accounting standard on employee 
future benefits would have been: common shareholders’ equity to risk- 
adjusted assets of 7.3%; Tier 1 capital ratio of 8.0%; and Total capital 
ratio of 11.0%. 

The bank also monitors the common equity to risk-adjusted assets 
ratio. This ratio was 7.3% at October 31, 2000, up from 7.1% at 
October 31, 1999. 

The bank’s capital ratios on a U.S. basis, calculated using guide- 
lines issued to U.S. banks by the Board of Governors of the Federal 
Reserve System (FRB) and using U.S. GAAP financial information, are 
provided in Table 19 on page 43. 


Pending Developments 

In 1999, BIS issued a proposal for a new capital adequacy framework to 
replace the previous Capital Accord of 1988, under which the bank is 
currently regulated. This proposal continues to be at the discussion 
phase and a further consultative paper is expected early in 2001. It is 
difficult at this stage to estimate the impact of these proposed amend- 
ments on the bank’s regulatory capital requirements. Implementation of 
final proposals is not likely to occur prior to 2002. 


Management's Discussion and Analysis 


Table 19: Capital Ratios 1) 


(C$ millions) 2000 1999 1998 
Tier 1 capital 
Common equity $ 11,504 $¢ 10606 $ 9,748 
Non-cumulative preferred shares 2,037 2,009 2,144 
Non-controlling interest in subsidiaries 
RBC TruCS 650 - - 
Other 23 22 247 
Goodwill (647) (611) (546) 
13,567 12,026 1,593 
Tier 2 capital 
Permanent subordinated debentures 457 44] 463 
Other subordinated debentures (2) 5,138 4,040 3,419 
General allowance (3) 1,188 1,080 850 
Non-controlling interest in subsidiaries 1 2 Ti 
6,784 5,563 4,904 
Investments in unconsolidated subsidiaries and substantial investments (4) (1,307) (891) (17) 

Total capital $ 19,044 $ 16698 $ 16,480 

Risk-adjusted assets $ 158,364 $149,078 $ 157,064 

Capital ratios (5) 

Common equity to risk-adjusted assets 7.3% 7.1% 6.2% 
Tier 1 capital to risk-adjusted assets 8.6% 8.1% 74% 
Total capital to risk-adjusted assets 12.0% 11.2% 10.5% 
Assets-to-capital multiple (6) 15.3 16.5 INSy 7 
U.S. basis (5), (7) 
Tier 1 capital to risk-adjusted assets 7.8% 7.6% 6.8% 
Total capital to risk-adjusted assets 11.3% 10.7% 10.1% 
Equity to assets (8) 4.5% 4.6% 4.3% 
Tier 1 leverage (9) 4.2% 4.1% 4.0% 

(1) Using guidelines issued by the Superintendent of Financial Institutions Canada, based on standards issued by the Bank for International Settlements and Canadian GAAP financial information. 

(2) Subordinated debentures that are within five years of maturity are subject to straight-line amortization to zero during their remaining term and, accordingly, are included above at their 
amortized value. 

(3) | The general allowance for credit losses may be included in Tier 2 capital up to a maximum of .75% of risk-adjusted assets. On October 27, 2000, the bank entered into a five-year agreement 
with a AAA rated reinsurer, which requires the reinsurer to purchase up to $200 million of Non-cumulative first preferred shares at the October 27, 2000 market price, should the general 
allowance for credit losses be drawn down below a certain level. In management's view, if these shares had been issued today they would qualify as Tier 1 capital. 

(4) Relates primarily to investments in insurance subsidiaries (2000 — $960 million), which are excluded from risk-adjusted assets and deducted from Total capital beginning in 1999. Had this 
treatment for risk-adjusted assets and Total capital taken place in 1998, the Total capital to risk-adjusted assets ratio in that year would have been .2% lower under both the Canadian and 
U.S. basis. Amount also includes $5 million in 2000 for a first loss facility. 

(5) On September 28, 2000, the bank and Dain Rauscher Corporation announced that they had signed a definitive merger agreement (see note 12 of the consolidated financial statements), 
which will increase risk-adjusted assets by approximately US$2.3 billion and reduce Tier 1 capital by approximately US$947 million. On November 1, 2000, the bank adopted the new 
accounting standard on employee future benefits (see note 1 of the Canadian GAAP consolidated financial statements), which will reduce Tier 1 capital in the first quarter of 2001 by 
$221 million. Also on November 1, 2000, the bank acquired Liberty Life Insurance Company and Liberty Insurance Services Corporation (see note 12 of the consolidated financial 
statements), which will reduce Total capital by US$580 million. On December 6, 2000, the bank issued $750 million of innovative Tier 1 capital (RBC TruCS). On November 30, 2000, 
the bank filed a preliminary prospectus providing for the issuance of $500 million of common shares, which will increase Tier 1 capital by the same amount. Had these five transactions taken 
place as at October 31, 2000, (assuming $500 million of issued common shares) the pro forma capital ratios would have been: common shareholders’ equity to risk-adjusted assets — 7.3%; Tier 1 
capital ratio — 8.0%; and Total capital ratio - 11.0%. Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information, 
the pro forma capital ratios would have been Tier 1 capital ratio - 7.5% and Total capital ratio - 10.4%. 

(6) Total assets and specified off-balance sheet financial instruments, as determined by the Superintendent of Financial Institutions Canada, divided by Total capital. 

(7) Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information. 

(8) Average total shareholders’ equity divided by average total assets. 

(9) Tier 1 capital divided by adjusted average assets net of the allowance for credit losses (includes gross derivative-related amounts, goodwill and deferred income taxes). 
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Table 20: Risk-Adjusted Assets (1) 


Balance 


Predominant risk 


Risk-adjusted balance 


(C$ millions) sheet amount weight (2) 2000 1999 
Balance sheet assets 
Cash resources $ 19,606 20%: Site. 2:76Sen) be terSehso 
Securities 
Issued or guaranteed by Canadian or other OECD governments AO SVENS: 0% 28 23 
Other 36,085 100% 4,081 4,379 
Residential mortgages (3) 
Insured 30,491 0% 375 362 
Conventional 32,446 50% 17,008 15,979 
Other loans and acceptances (3) 
Issued or guaranteed by Canadian or other OECD governments 12,700 0% 1,221 1,119 
Other 108,638 100% 89,523 78,206 
Other assets 28,849 0% 4,664 5,596 
$ 289,740 $ 119,663 $ 109,449 
Credit Credit 
Contract conversion equivalent 
amount factor amount 
Off-balance sheet financial instruments 
Credit instruments 
Guarantees and standby letters of credit 
Financial $ 10,402 100% $ 10,402 100% $ 8758 $ 9,399 
Non-financial S258 50% 1,628 100% 1,626 LSet 
Documentary and commercial letters of credit 456 20% 91 100% 86 107 
Securities lending 20°338 100% 20-3383 0% 417 313 
Commitments to extend credit 
Original term to maturity of 1 year or less 97,966 O% - 0% - - 
Original term to maturity of more than 1 year 41,599 50% ZORLIS, 100% 18,856 | 21,606 
Note issuance/revolving underwriting facilities 155 50% 77 100% 77 63 
Sa AG7. $58,330 $ 29,820 $ 32,799 
Gross positive Credit 
Notional replacement equivalent 
amount cost (5) amount (6) 
Derivatives (4) 
Interest rate contracts 
Forward rate agreements Saale: Sa eS Pexvca$ 10 20% $ 3) in$ 2 
Swaps 530,652 An 7,288 20% 1,892 1,769 
Options purchased 31,695 168 264 20% 61 120 
578,865 4,692 7,562 1,956 1,891 
Foreign exchange contracts 
Forward contracts 554,867 10,878 16,943 20% 4,741 3,820 
Swaps 63,048 2,636 5,421 20% 1,198 799 
Options purchased 47,400 934 1,494 20% 452 360 
665,315 14,448 23,858 6,391 4,979 
Other contracts (7) WA 2227 1,423 2,208 50% 772 401 
Total derivatives before netting $ 1,258,407 20,563 33,628 9,119 7,271 
Impact of master netting agreements (10,498) (14,934) (3,713) (2,946) 
Total derivatives after netting $ 10,065 18,694 5,406 4,325 
Total off-balance sheet financial instruments Se 2024 $9935:226 $' 37,124 
General market risk 3,475 2/005 
Total risk-adjusted assets $ 158,364 $ 149,078 


(1) Using guidelines issued by the Superintendent of Financial Institutions Canada, based on standards issued by the Bank for International Settlements and Canadian GAAP financial information. 
(2) Represents the predominant counterparty risk-weighting for that category. 


(3) | Amounts are shown net of allowance for loan losses. 


(4) | Futures and some purchased options are traded on exchanges and are subject to daily margin requirements. Such instruments are excluded from the calculation of risk-adjusted assets as they 


are deemed to have no additional credit risk. 


(5) Represents the total current replacement value of all outstanding contracts in a gain position. 


(6) Consists of (i) the total positive replacement value of all outstanding contracts, and (ii) an amount for potential future credit exposure. 


(7) Precious metals, commodity and equity-linked contracts. 
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Risk Management 


Overview 

The bank manages risk strategically to build shareholder value. The cor- 
_ nerstone of effective risk management in the bank is a strong risk man- 
agement culture, which is supported by numerous strategy and policy 
development processes, run jointly by risk management professionals and 
the businesses. This partnership approach is designed to ensure strategic 
alignment of business, risk and resource issues. 


- Audit Committee of the Board of Directors 
e Oversees financial reporting process 
-e Reviews internal control and audit procedures 


Group Risk Committee 
e Provides strategic guidance 


Management’s Discussion and Analysis 


Although partnership is important, independence of the Group Risk 
Management function is essential. The Vice-Chairman and Chief Risk 
Officer, who reports directly to the Chairman and Chief Executive Officer, 
heads up a global function that has been structured to reflect the evolv- 
ing needs and strategic initiatives of the organization. A structure of 
management and board committees provides oversight of the risk man- 
agement process: 


Conduct Review and Risk Policy Committee of the Board of Directors 
© Oversees policies and procedures for compliance with the self-dealing 
provisions of the Bank Act and the risk management process 
e Reviews trends in risk profile 
e Reviews major risk policies and counterparty, 
country and sectoral exposures 


e Reviews overall risk policies and strategies 
e Chaired by Chairman & Chief Executive Officer 


Risk Management Committee 

e Approves policies, processes and systems for 
“management of risk across the group 
Approves major country and sectoral strategies 
e Reviews effect of changing conditions on 
business activities or risk profile 

Monitors portfolio quality 

Chaired by Vice-Chairman & Chief Risk Officer 


Introduced in 1996, and updated in 2000, the Risk Pyramid is the pri- 
mary tool to assess risk across the bank. The Risk Pyramid gives the 
organization a common language for evaluating risk in business reviews, 
new businesses, new products, new initiatives, acquisitions or alliances. 
The Pyramid was initially developed as a communication tool and con- 
tinues to serve in that capacity. 


Group Risk Management professionals work in partnership with the busi- 
ness and functional units to identify risk, which is then measured, 
monitored and managed. In line with a group-wide portfolio management 
approach, portfolio analytical techniques are employed in an effort to 
optimize the risk/reward profile and ensure efficient allocation of capital 
within the bank. 


\ 


Asset/Liability Committee 
e Oversees market risk in non-trading operations, 

liquidity risk and capital management 
e Assesses balance sheet strategies to maximize shareholder value 
© Chaired by Vice-Chairman & Chief Financial Officer 


Interest Rate Risk Committee 
¢ Oversees interest rate risk management for 
non-trading operations 


Risk Pyramid 
tare ot ers tee 
Systemic 
Competitive Regulatory & 
Legal 
Strategic 
Reputational 
Insurance Operational 
Credit Market + == _—Liquidity Underwriting _ Technology 
Actuarial People 
Process 
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Management's Discussion and Analysis 


Credit Risk 

Traditionally, credit risk is considered to be the risk of loss due to the 
inability or unwillingness of a counterparty to fulfill its payment obliga- 
tions. However, the distinction from market risk is not clear-cut, since 
credit risk can also result from loss in market value due to deterioration 
in the financial position of a counterparty. A disciplined approach to 
credit risk management preserves the independence and integrity of risk 
assessment while being integrated into business management processes. 
Policies and procedures, which are communicated throughout the orga- 
nization, guide the day-to-day management of credit exposure and are an 
essential part of the bank’s business culture. 

Subject to the overriding principle of portfolio diversification, the 
bank focuses on: 

e Strategic and profitable client relationships, existing as well as 
prospective 

e Industries where Canadian companies enjoy a particular competi- 
tive advantage or where the bank has developed special expertise 

e  Volume-based sectors that generate an attractive return for the risk 

(small business, public sector and agriculture) 

The “new economy” sectors (information technology, telecommunica- 
tions and media) have provided many business opportunities over the 
past year. The bank has actively participated in the financing of both 
mergers & acquisitions and new build-outs, capitalizing on the oppor- 
tunities to enhance returns while rigorously applying key credit risk 
principles. Given the volatility of share prices of technology companies, 
a key priority was the need to ensure that the bank’s portfolio would not 
be compromised in the event of low market valuations. Thus, while trans- 
actional activity in these sectors was substantial, outstanding exposure 
has grown only marginally. 

At October 31, 2000, the bank’s loans to telecommunication and 
cable companies was $4.8 billion, of which 66% was investment grade. 
Telecommunication loans alone were $3.3 billion, of which 63% were 
investment grade. Nonaccrual loans to the telecommunication and cable 
sectors were less than $5 million in 2000. 

The bank continues to pursue business in sectors where it has 
developed an expertise (communications, media and technology, energy 
and mining). Increasing emphasis is placed on the risk/return balance 
of individual transactions as well as their impact on portfolio diversi- 
fication, and particular attention is being given to the appropriate 
balance between “new economy” and “old economy” or resource-based 
sectors. Exposure to highly cyclical sectors with traditionally high debt 
levels (forest products and commercial real estate) continues to be 
closely managed. 
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The bank has stayed the course on exposure to emerging markets. 
Credit risk in Asia (excluding Japan), Latin America, Central & Eastern 
Europe, Middle East and Africa was reduced further although not to the 
significant degree of the previous year. Remaining exposure in these 
markets is largely to companies with significant North American opera- 
tions that offer the prospect of fee-generating business in their home 
market. Exposure has also been reduced in other countries as increasing 
emphasis has been placed on the risk/return profile of each client: the 
bank does not intend to assume credit risk on a stand-alone basis if a 
relationship does not meet the overall return targets. 

Portfolio composition by product continues to shift away from tradi- 
tional lending, particularly in global banking relationships. Emphasis is 
placed on trading activities such as foreign exchange, swaps, options, 
equity derivatives and fixed income products. Specialized teams in 
Toronto, New York, London and Sydney handle these transactions. 
Resident independent middle offices ensure that risk guidelines are 
adhered to. New products or structures must be approved by Group Risk 
Management in Toronto following risk analysis and stress testing. 
Exposure control of trading products has two levels. First, individual 
credit lines must be approved for every counterparty. Second, overall 
usage of approved lines is capped by product group, counterparty loca- 
tion or industry. Such limits are particularly important in the financial 
industry, as banks account for approximately 35% and non-bank finan- 
cial institutions for a further 15% of all the bank’s commercial credit 
authorizations. 


‘Corporate & Investment Banking 


For the large corporate client base, the bank uses a strategic approach to 
the management of risk. This incorporates forward-looking strategic lim- 
its for sectors, countries and clients based on risk analysis, business 
opportunities and the bank’s risk appetite. Over the past year, portfolio 
rebalancing has continued with greater focus on selected strategic global 
industry sectors and core clients, and reduction in exposures in certain 
international markets. Portfolio management continues to play an 
ever-increasing role in optimizing the risk/reward profile through the 
development of comprehensive portfolio modelling techniques. 


Personal & Commercial Financial Services 

The overall economy has continued to allow for growth in the personal 
and commercial portfolios. Use of automated scoring decisioning has 
continued, and is being augmented by dataflows to support more sophis- 
ticated portfolio quality management, risk pricing, sensitivity testing and 
efficiencies. Industry specialization within the commercial portfolio was 
focused upon in 2000 and is expected to carry through into 2001, giving 
the bank the ability to enhance its services to that market. 


| 
| 
| 
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| Table 21: Loans (1) 


(C$ millions) 2000 1999 1998 1997 1996 2000 1996 
| Canada 
Atlantic provinces $i59:690) 29'S 2 8840s $.. 810525 \$ TEN FAW aoa H233 5.8% 5.4% 
Quebec 16,191 14,936 14,066 14,758 14,780 9.6 Liles 
Ontario 60,999 54,724 51,977 48,717 45,268 36.4 33.9 
Prairie provinces 29,402 Pid) svAl 23,288 22,150 17,814 17.5 ISS) 
British Columbia 25,118 Pavan 22,295 21,646 19,782 15.0 14.8 
| Total Canada 141,400 UZ 7-162 119,678 114,985 104,877 84.3 78.5 
International 
United States 13,415 13,060 3,717 225 10,540 8.0 7.9 
Europe, Middle East and Africa 6,544 6,617 ss te 4 iis ASS} 9,855 3.9 74 
Caribbean 2,059 1,502 ies} 1,274 1,104 irs 8 
Latin America 1,842 2,309 3,875 3,493 2,162 1.1 1.6 
Asia 1,781 2,417 4,550 5roi2 SOs) Let Shi 
| Australia and New Zealand 771 983 825 343 72 4 Ball 
Total international 26,412 26,888 37,714 34,970 28,766 15.7 215 
Total loans 167,812 154,050 157,392 149,955 133,643 100.0% 100.0% 
Allowance for loan losses (1,871) (1,884) (2,026) (1,769) (1,875) 
Total $ 165,941 $152,166 $155,366 $148,186 $ 131,768 
Canada 
Consumer 
Residential mortgage $ 61,444 §$ 58524 $ 55836 $ 52835 $ 47,613 36.6% 35.6% 
Personal 27,207 ZAESOS 21,814 20,214 17,817 16.2 13.3 
Credit card 4,666 2,666 1,945 2,324 31522 2.8 Delf 
93,317 85,543 79,595 LSISTS 68,952 55.6 51.6 


Business and government loans 
and acceptances 


Small business 11,701 10,334 8,452 7,325 6,555 7.0 4.9 
Agriculture 4,931 4,217 3,851 3,479 2,988 2.9 Dip 
Energy 3,754 3/350 3,442 3,845 2,349 2.2 1.8 
Commercial mortgages 2,961 PS ys)5) 2,434 2,392 2,166 1.8 1.6 
Consumer goods 2,874 2,086 2,802 2,/87 2,813 Uy/ Peal 
Commercial real estate 2,594 2,400 Dios} 2,872 3,285 1.6 205 
Industrial products 2,470 Zl 2,241 237, 1,948 eS les 
Information technology and media 2,338 1,851 1,524 1,340 ib Sesh 1.4 1.0 
Financial services 2,218 1,567 1,718 1,976 1,678 is 12 
Transportation and environmental 1,519 562 1,392 1,481 1,903 9 1.4 
Government 1,385 Zod 1,951 loys 1,891 8 1.4 
Forest products 1,362 ihaaienl 1,728 1,976 1,856 8 1.4 
Other 7,976 6,060 6,025 6,427 5,162 4.8 3.9 
48,083 41,619 40,083 39,612 35,925 28.7 26.9 
| Total Canada 141,400 127,162 119,678 114,985 104,877 84.3 78.5 
International 
Consumer 
Residential mortgage 1,540 718 632 534 507 9 4 
Personal , 812 902 947 650 623 5 4 
2,352 1,620 1,579 1,184 1,130 1.4 
Business and government loans 
and acceptances 
Energy 3,051 3,887 4,702 3,877 2,045 1.8 15) 
Consumer goods 1,111 1,411 2,756 2,365 Psilks) 7 1.9 
Commercial real estate 271 464 862 926 1,078 2. 8 
Industrial products 1,749 1325 1,881 2,589 2,633 1.0 2.0 
Information technology and media 4,710 3,824 5,238 4,722 S48) 2.8 2.4 
Financial services 7,912 6,937 10,896 LL 359 97559 4.7 722 
Transportation and environmental 1,487 LVS} 2,296 1,762 1,421 9 pel 
Government 167 ES 492 622 YAS ail 36 
Automotive 513 878 2,264 Ieg7Ail 1,243 3 ae) 
Other 3,089 3,794 4,748 3,793 S147 1.8 Paleo, 
24,060 25,268 S635 33,786 27,636 14.3 20.7 
Total international 26,412 26,888 SATE 34,970 28,766 TSe, Zales; 
Total loans 167,812 154,050 Sve 149,955 133,643 100.0% 100.0% 
Allowance for loan losses (1,871) (1,884) (2,026) (1,769) (1,875) 


Total $ 165,941 $152,166 $ 155,366 $ 148,186 $ 131,768 


(1) Based on residence of borrower. 
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Table 22: Foreign Outstandings (1) 


2000 1999 1998 
% of total % of total % of total 
(C$ millions) assets assets assets 
United States — Banks $ 5,462 $ 4,208 $ 2,590 
Government 889 486 597 
Other 30,034 23,865 27,008 
36,385 12.38% 28,559 10.45% 30,195 10.74% 
Western Europe 
United Kingdom — Banks 4,347 4,960 4,593 
Government 26 79 nib} 
Other 5,791 4,308 5759 
10,164 3.46 9,347 3.42 10,465 Sade 
France — Banks 2,379 2,082 2,/85 
Government 45 S7/ Iie, 
Other 1,552 784 1 07m 
3,976 1.35 2,923 NOY. 3,877 1.38 
Germany — Banks 5,471 5,608 5339 
Government 1 291 262 
Other 643 268 143 
6,115 2.08 6,167 2.26 5,740 2.04 
Netherlands 1,300 44 2,060 HS 1,184 42 
Switzerland 1,687 soy 2,044 oD 1,950 70 
Other 4,305 1.47 4,309 ioy/ 3,956 1.41 
27,547 9.37 26,850 9.82 27,172 9.67 
Central/Eastern Europe, Middle East and Africa : 
Saudi Arabia 225 .08 255 .09 278 10 
Turkey 109 .04 80 .03 208 07 
Other 311 .10 434 16 613 22 
645 [22 769 .28 1,099 39 
Latin America 
Argentina 324 mill 437 .16 978 35 
Brazil 75 .02 160 .06 584 21 
Chile 751 .26 640 24 851 30 
Colombia 165 .06 229 .08 347 12 
Mexico 343 12 665 .24 1,054 .38 
Other 47 -O1 43 .02 TTT .04 
1,705 58 2,174 .80 3,925 1.40 
Caribbean 
Bahamas 1,549 53 1,674 61 1,149 41 
Other 1,952 66 1,236 45 1,607 57 
3,501 1.19 2,910 1.06 2,756 98 
Asia 2 
Japan — Banks 634 390 1,073 
Government 1,599 625 1029 
Other 1,000 1,256 1,597 
3,233 1.10 Zahn. .83 3,699 Loe 
China 31 01 Sy 01 245 09 
Hong Kong 19 01 324 12 872 31 
Indonesia 16 .O1 94 .03 179 06 
Singapore 336 nll 411 pli 484 17 
South Korea 338 eld 462 Alt, 603 vad 
Taiwan 77 .03 212 .08 898 32 
Thailand 1 - 45 .02 198 07 
Other 44 .01 43 .02 83 03 
4,095 1.39 3,899 1.43 7,261 2.58 
Australia and New Zealand 1,775 .60 2,444 .89 1,460 52 
Allowance for loan losses (2) (441) (.15) (389) (14) (366) (.13) 
Total $ 75,212 25.58% $ 67,216 24.59% Pens, SO 26.15% 
(1) Includes the following assets with borrowers or customers in a foreign country: loans, accrued interest, acceptances, interest-bearing deposits with other banks, securities, other interest-earning 


investments and other monetary assets including net revaluation gains on foreign exchange and derivative products. Local currency outstandings, whether or not hedged or funded by 
local currency borrowings, are included in country exposure outstandings. Foreign outstandings are reported based on location of ultimate risk. 
(2) The allowance for loan losses includes the allocated country risk allowance and the international component of the allocated specific, the allocated general and the unallocated allowance. 
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Operational Risk 

| Operational risk is the risk of direct or indirect loss resulting from inade- 
| quate or failed processes, technology or human performance, or from 
external events. Its impact can be financial loss, loss to reputation, loss 
| of competitive position or regulatory censure. 

While operational risk can never be fully eliminated, the bank 
endeavours to minimize it by ensuring that the appropriate infrastruc- 
ture, controls, systems, and trained and competent people are in place 
throughout the group. Dedicated professionals are in place to identify 
and implement best industry practices in the area of operational risk 
management. 

The bank has been proactive in developing and implementing new 
methodologies for the identification, assessment and management of 
operational risk. 

Again this year, all major business units were reviewed to determine 
the potential for high-impact but low-probability operational loss events. 
This risk assessment formed the basis for the internal allocation of 
operational risk capital for fiscal 2001. More in-depth operational risk 
self-assessments were also conducted in a number of major business 
units, resulting in action plans taken on by the businesses to manage 
their risks more proactively. 

The bank’s focus in 2001 is on the continuous improvement of 
operational risk assessment tools and processes across the organization, 
development of operational risk quantification methodologies, and stay- 
ing at the forefront of best risk management practices. 


eBusiness Risk 
eBusiness brings together different cultures, industry practices, pro- 
cesses, talents and complex value chains. With this in mind, along with the 
speed of eBusiness growth and technological change, the bank is keep- 
ing abreast of risk management industry best practices as they develop. 
Security, privacy and the management of technology are the risks 
most commonly cited and the trends are closely monitored and managed 
within the bank. Some unique and potentially high risks include strategic/ 
business planning; business continuity; project management; and recruit- 
ment and retention of specialized human resource skills and competencies. 
The bank recognizes that eBusiness risk identification and management 
is an evolving process that will have to keep pace with changing business 
models and opportunities. By establishing a focal point for eBusiness 
risk, the bank intends to be a leader in eBusiness governance. 


Market Risk 
Market risk is the risk of loss that results from changes in interest rates, 
foreign exchange rates, equity prices and commodity prices. 


Interest Rate Risk 

Interest rate risk is the potential adverse impact on the bank’s earnings and 
economic value due to changes in interest rates. The key sources of inter- 
est rate risk to which the bank is exposed are repricing mismatch risk, 
credit spread risk, basis risk and options risk. Repricing mismatch risk 
arises when there are mismatches or gaps in the amount of assets, liabili- 
ties and off-balance sheet instruments that mature or reprice in a given 
period, primarily due to customers’ differing term preferences. Credit 
spread risk arises when there are changes in the credit spread that result 
from changes in the market’s perception of general or specific credit qual- 
ity and liquidity. Basis risk arises when the differentials between various 
indices upon which the bank prices its products change. Options risk 
arises from the effect of interest rate movements and changes in volatilities 
on the market value of the options within the bank’s portfolios. 
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Foreign Exchange Rate Risk 

Foreign exchange rate risk is the potential adverse impact on the bank’s 
earnings and economic value due to currency rate movements. The bank 
is exposed to foreign exchange rate risk in both the spot and forward 
foreign exchange markets and in the options market. Spot foreign 
exchange risk arises when the total present value of assets in any cur- 
rency does not equal the total present value of liabilities in that currency. 
Forward foreign exchange risk arises when, for a given currency, the 
maturity profile of forward purchases differs from the maturity profile of 
forward sales. Options risk arises from the effect of interest rate and 
exchange rate movements and changes in volatilities on the market value 
of the options within the bank’s portfolios. 


Equity Risk 

Equity risk is the potential adverse impact on the bank’s earnings due to 
movements in individual equity prices or general movements in the value 
of the stock market. The bank is exposed to equity risk from the buying 
and selling of equities as a principal in its brokerage business. Equity risk 
also results from the bank’s trading activities, including the providing of 
tailored equity derivative transactions to clients, arbitrage trading and 
proprietary trading. 


Commodity Risk 

Commodity risk is the potential adverse impact on the bank’s earnings 
and economic value due to movements in commodity prices. The bank’s 
commodity risk arises primarily through exposure to movements in the 
price of precious metals. There is minimal exposure to commodity risk in 
the bank’s trading portfolio. 


The level of market risk to which the bank is exposed varies continually, 
reflecting changing market conditions, expectations of future price and 
market movements and the composition of the bank’s trading and non- 
trading portfolios. The bank has established risk management policies 
and limits for its trading and asset/liability management activities that 
allow it to monitor and control the exposure to market risk resulting from 
these activities. 


Trading Activities 

The market risk associated with trading activities is a result of market- 
making, positioning and sales and arbitrage activities in the foreign 
exchange, interest rate, equity and commodity markets. The bank’s trad- 
ing operation has a primary role of acting as a market-maker or jobber, 
executing transactions that meet the financial requirements of its cus- 
tomers, and transferring the market risks to the broad financial market. 
The bank also acts as principal and uses market risk positions within the 
authorizations granted by the board. This risk is managed primarily 
through a Value-At-Risk (VAR) methodology. 

VAR is a generally accepted risk measurement concept that uses 
statistical models to estimate within a given level of confidence the 
maximum loss in market value that the bank would experience in its 
trading portfolios from an adverse one-day movement in market rates 
and prices. The bank’s VAR measure is based on a 99% confidence level 
and is an estimate of the maximum potential trading loss in 99 out of 
every 100 days. The bank uses an historical simulation of the previous 
500 trading day scenarios to determine VAR for its trading portfolio. 
The graph on page 50 shows the daily net trading revenue compared to 
the global trading VAR amounts for the year ended October 31, 2000. 
Net trading revenue is defined as the sum of the mark-to-market adjust- 
ments booked on trading positions and net interest income accrued 
from trading assets. During fiscal 2000, the bank did not experience a 
day with trading losses in excess of VAR. 
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Table 23: Market Risk Measures — Trading Activities (1) 


2000 1999 
(C$ millions) Year-end High Average Low Year-end High Average Low 
Global VAR by major risk category 
Equity $ 14 $ 22, 4S 135° '$ (panes ge '§ Api aes Loess Ii 
Foreign exchange and commodity 4 11 5 2 6 12 yi 4 
Interest rate 7 9 5 3 6 11 6 3 
Global VAR (2) $ 18 $ 24 §$ 16 $ 10 $ LOSS 28 «§$ 2022 10 


(1) Amounts are presented on a pre-tax basis and represent one-day VAR at a 99% confidence level. 
(2) Global VAR reflects the correlation effect from each of the risk categories through diversification. 


In the last year, the bank expanded the scope of its interest rate products to Daily Net Trading Revenue vs. Global Trading VAR 
include credit derivatives. Credit derivatives allow trading of credit risk sep- ener) 
arate from an underlying instrument. For example, credit exposure to a 20 
company can be acquired or divested through a credit derivative without te 
actually owning a loan or bond issued by the company. Credit derivatives 
are one of the fastest growing over-the-counter trading products. Credit ne, 
derivatives are provided to institutional and corporate clients and are also 5 
used by the bank in the management of its lending portfolio. 0 
Table 23 above shows the year-end, high, average and low VAR by a 


major risk category for the bank’s combined trading activities for the years 

ended October 31, 2000 and 1999. The table also shows the bank’s (0) 
global VAR, which incorporates the effects of correlation in the movements (15) 
of interest rates, exchange rates, equity prices and commodity prices and (20) 
the resulting benefits of diversification within the bank’s trading portfolio. 

The bank also performs analysis on the potential trading losses due 
to stress events as a Supplementary control on its market risk exposure. 
This is accomplished through applying historical and internally devel- 
oped scenarios to the daily trading positions to monitor the effect of 
extreme market movements on the value of its portfolio. Gitbal VAR by Maier Rich Catenory 

The Group Risk Management function, which is independent of the (C$ millions) 
trading operations, is responsible for the daily monitoring of global trading 
risk exposures. The function uses the bank’s VAR methodology to compare 
actual exposures to the limits established, to assess global risk/return . 
trends and to alert senior management of adverse trends or positions. (5) fy Mali, WM W N e ATM al | it 
The function also develops and implements comprehensive risk mea- 
surement policies and risk limits that apply to trading activities. 

As management recognizes that VAR is not an absolute measure of 
market risk, other limits are also established to control market liquidity 
risks, net position gap, term and volume for all products. This compre- (15) 
hensive market risk management framework ensures that an appropriate 
diversification of risks through policies is adopted on a global basis. 


Nov. 99 ; Oct. 00 


— Daily net trading revenue — Global trading VAR 


(20) 


Histogram of Daily Net Trading Revenue 
(number of days) 
(25) 
50 Nov. 99 Oct. 00 


— Daily equity VAR — Daily foreign exchange VAR -— Daily interest rate VAR 


40 
Asset/Liability Management Activities of the Bank’s Non-Trading Portfolio 


Core banking activities, such as deposit taking and lending, expose the 


30 bank to market risk, mostly in the form of interest rate risk. The risk is 
managed within economic value risk and net interest income risk limits 
5 approved by the Group Risk Committee. The risk limits are based on an 
immediate and sustained 200 basis point parallel movement in rates 
a ae i ra 
5 0) 5 10 15 2 


fo) 


across all maturities. Economic value risk measures the adverse net 
impact on the present value of both on- and off-balance sheet assets and 
liabilities. The limit for economic value risk is $1.1 billion or about 10% 
B . of the bank’s common equity. Net interest income risk measures the 
15 -10 0 25 adverse impact on net interest income over the next 12 months. The net 
Daily nek trading levorwe'in CHMMIIONS interest income risk limit is $300 million. 
The Corporate Treasury function actively monitors and manages the 
Canadian domestic non-trading book. It also oversees a limited number 
of authorized units that manage their interest rate exposure at a decen- 
tralized level within established risk limits. 


1 


[o) 
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In managing the Canadian domestic non-trading book, the goal is to 
achieve a balance between reducing risk from adverse movements in 
interest rates and enhancing net interest income. To achieve this, deriv- 


ative instruments, primarily interest rate swaps, are used to adjust the 


risk profile of the book taking into account the shape of the yield curve, 


~ expected changes in the level of interest rates and the current level of 


risk being carried. When appropriate, the bank will also purchase options 
to hedge some of the embedded options inherent in certain deposit and 
loan banking products. Embedded options allow bank customers to alter 
the maturity profile of their deposit or loan products. The most prevalent 
types of embedded options are early redemption features in certain term 
deposit products and prepayment options in some loan products. 

The primary analytical techniques used by the bank to measure the 
economic value risk and net interest income risk and to manage non-trading 
interest rate risk are scenario analysis and starting position analysis. 
Scenario analysis is forward looking, and enables the bank to forecast net 
interest income and analyze the impact under numerous economic and 
interest rate scenarios. It incorporates assumptions-about pricing strate- 


' gies, volume and mix of new business, expected changes in the level of 


interest rates, changes in the shape of the yield curve and other factors 
such as the impact of embedded options. Starting position analysis pro- 
vides the framework for measuring economic value and net interest income 
risk exposures against limits at a point in time. The results of the scenario 


Table 24: Market Risk Measures — Non-Trading Activities 
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and starting position analysis assist in determining the risk/return tradeoffs 
of potential hedging and investment strategies. This allows the bank to 
achieve a balance between enhancing net interest income and reducing 
the risk of lower earnings from adverse movements in interest rates. 

Table 24 below presents the potential impact of a 100 and 200 
basis point increase and decrease on the bank’s economic value and on 
current earnings from changes in interest rates on the non-trading port- 
folio of the bank. These measures are based on the bank’s interest rate 
sensitivity position at October 31, 2000, including all repricing assump- 
tions. These measures assume that no further hedging is undertaken and 
that all assets and liabilities reprice by the defined amounts. 

The domestic interest rate sensitivity position at October 31, 2000, 
including all repricing assumptions, reflects a view on future interest rate 
movements relative to the current yield curve. The risk position has been 
and is currently being actively managed to reflect the relative stability of 
interest rates since mid-2000. The bank’s view is that medium-term and 
long-term rates reached a cyclical peak during the first nine months of fiscal 
2000. While some short-term volatility is possible, the bank is positioning 
itself for fairly stable or modestly declining rates during fiscal 2001. 

All interest rate measures in this section are based upon the bank’s 
interest rate exposures at a specific time. The exposures change contin- 
ually as a result of the bank’s day-to-day business activities and its risk 
management initiatives. 


2000 1999 
Economic Net interest Economic Net interest 
(C$ millions) value risk (1) income risk (1) value risk (1) income risk (1) 
100bp increase $ (306) $ we (267) $ 87 
100bp decrease 241 (84) ANS} (91) 
200bp increase $ (628) $ 129 $ (544) $ 167 
200bp decrease 473 (170) 416 (217) 


(1) Amounts are presented on a pre-tax basis and represent changes in economic value and net interest income from changes in interest rates as at October 31. 


Change in Accounting Standards for Derivatives — FAS 133 

The Financial Accounting Standards Board Statement of Financial 
Accounting Standards No. 133, Accounting for Derivative Instruments 
and Hedging Activities (FAS 133), as amended by FAS 138, is effective 
for the bank as of November 1, 2000, and is described in note 1 of the 
consolidated financial statements on page 60. 

Under current accounting policies, derivatives used in sales and 
trading activities, which represent the vast majority of all derivatives 
used by the bank, are already recorded on the consolidated balance 
sheet at fair value. FAS 133 will require that all other derivatives also be 
recorded on the consolidated balance sheet at fair values. Such other 
derivatives principally comprise derivatives used in asset/liability man- 
agement activities as described above. 

The primary focus of the bank’s asset/liability management activi- 
ties will remain the prudent management of economic value risk, while at 
the same time aiming to achieve accounting effectiveness under FAS 133. 
Adoption of the standard may result in increased volatility of reported 
earnings and certain balance sheet amounts. It is difficult to estimate 
the amount of such volatility given the nature and size of derivatives 
used in asset/liability management activities, the dynamics of the 
balance sheet items to which these derivatives relate, the likelihood of 
future changes in interest rates, and the possibility of further changes 
to authoritative guidance in the application of FAS 133. As a result, 
estimates of future volatility are not provided. 


Liquidity Risk 

The objective of liquidity management is to ensure that the bank has the 
ability to generate sufficient cash or its equivalents, in a timely and cost- 
effective manner, to meet its commitments as they fall due. Liquidity 
management is critical in protecting the bank’s capital, maintaining 
market confidence and ensuring that the bank can expand into profitable 
business opportunities. 


The bank’s liquidity management framework includes policies for 
several key elements, such as minimum levels of liquid assets to be held 
at all times. The bank uses liquid assets and repurchase and reverse 
repurchase agreements when managing its short-term liquidity. Liquid 
assets and assets purchased under reverse repurchase agreements 
(before pledging, see next paragraph) totalled $100.7 billion or 34% of 
total assets at October 31, 2000, as compared to $98.8 billion or 
36% of total assets at October 31, 1999. Canadian dollar liquid assets 
are primarily marketable securities, and much of the bank’s foreign 
currency liquid assets are issued by highly rated foreign banks. 

Policies are also in place to ensure that the bank is able to meet 
potential pledging requirements that may arise. At October 31, 2000, 
$27.1 billion of assets had been pledged as collateral, including obliga- 
tions related to assets sold under repurchase agreements. For further 
details, see note 12 of the consolidated financial statements. 

Another key element of the liquidity management framework is 
cash flow management. There are limits on the maximum net outflow of 
funds for specified time periods, particularly for key short-term time hori- 
zons. Scenario analysis is performed on the assumed behaviour of cash 
flows under varying conditions to assess funding requirements and is 
updated as needed to reflect changing conditions. 

The bank’s framework also incorporates liquidity contingency plan- 
ning to assess the nature and volatility of funding sources and to 
determine alternatives to these sources. The contingency plan would be 
activated to ensure that the bank’s funding commitments could be met 
in the event of general market disruption or adverse economic condi- 
tions. The plan is reviewed and updated at least annually. 

Funding diversification is another key element of liquidity manage- 
ment. As shown in Table 25 on page 52, deposits from consumers 
comprise 43% of the bank’s deposits, versus 46% in 1999. Business and 
government deposits as a percentage of total deposits remain at 46%. 
Consumer deposits represent the prime source of Canadian dollar deposits, 
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while foreign currency deposits are primarily from large corporations and 
foreign banks, including central banks. The bank manages its liquidity 
through a strategically diversified portfolio of funding instruments. 
Diversification of funding instruments is achieved through the consider- 
ation of type and country of origin of depositors, by term and through 
various locations and legal entities. 

In 2000, the bank broadened its funding capacity. First, it increased 
its wholesale funding by issuing $3,339 million of senior deposit notes 
in various currencies. Second, the bank issued $1.2 billion of subor- 
dinated debentures and $650 million of innovative Tier 1 capital as 
outlined in the Capital Management section on page 42. 

These alternative activities have strengthened the bank’s domestic 
and foreign funding presence. Their future use will be continually 


Table 25: Deposits 


assessed in light of market conditions and their impact on traditional 
funding sources. 

The bank continues to securitize $1.1 billion of credit card receiv- 
ables funded by medium-term notes but, in light of market conditions, 
$1.2 billion of previously-securitized credit card receivables funded by 
commercial paper were returned to the balance sheet. Credit card receiv- 
ables currently funded on-balance sheet will be continually considered 
for future securitization and, as a result, are a source of alternative 
funding and capital relief. 

During 2000, the bank securitized $500 million of residential 
mortgages into mortgage-backed securities, which are available to sup- 
port the bank’s activity in the domestic clearing and payment system or 
can be sold to generate funds. ; 


2000 1999 1998 
(C$ millions) Demand Notice Term Total Total Total 
Personal $ 6,590 $ 26,222 $ 56819 $ 89,632 $¢ 87,359 $ 85,910 
Business and government 24,162 8,844 ulersy se! 94,379 86,223 76,107 
Bank 4,684 202 17,340 22,226 14,315 17,988 
Total $ 35,437 $ 35,268 $ 135,532 $ 206,237 $ 187,897 $ 180,005 
Non-interest-bearing 
Canada $ 22,011 $° \16,876" “S$. sis 
International 863 666 430 
Interest-bearing 
Canada 116,113 112,430 109,150 
International 67,250 57,925 56,042 
Total $ 206,237 $ 187,897 $ 180,005 


1999 Compared to 1998 

The following discussion and analysis provides a comparison of the bank’s 
results of operations for the years ended October 31, 1999 and 1998. This 
discussion should be read in conjunction with the consolidated financial 
statements and related notes on pages 53 to 76. This portion of the man- 
agement’s discussion and analysis is based on amounts reported in the 
consolidated financial statements and does not exclude one-time items. 


Business Segment Results 

Personal & Commercial Financial Services’ net income decreased 4% to 
$935 million in 1999, partially due to a restructuring charge of $50 mil- 
lion. Return on common equity declined 680 basis points to 19.4%, 
largely due to the re-allocation of common equity from the Other seg- 
ment to the four operating segments to cover non-trading market risk. 
The efficiency ratio increased 40 basis points to 64.9% in 1999, also 
partially reflecting the above-mentioned restructuring charge. 

Wealth Management’s 1999 net income was up 9% from 1998 to 
$272 million. Return on common equity declined by 530 basis points 
to 57.7% due to the re-allocation of common equity mentioned above. 
The efficiency ratio increased by 160 basis points to 79.8%. 

Corporate & Investment Banking’s net income increased 36% in 1999 
to $301 million. Return on common equity improved by 80 basis points 
to 15.3%. The efficiency ratio increased 320 basis points to 65.6%. 

Transaction Processing’s 1999 net income was up 282% to $107 mil- 
lion due to lower provision for credit losses. Return on common equity 
improved from 5.0% to 27.7%. The efficiency ratio increased 370 basis 
points to 69.5%. 
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Net Interest Income 

Net interest income increased 1% to $5.2 billion in 1999 from $5.1 bil- 
lion in 1998 partially due to higher volumes of interest-bearing assets, 
which were offset by a change in reporting for equity derivatives. 


Non-Interest Revenue 
Non-interest revenue increased 10% to $5.5 billion in 1999, driven by 
revenue gains from all of the operating segments. 


Non-Interest Expenses 

Non-interest expenses increased 10% to $7.1 billion. The increase was 
primarily caused by higher human resource and increased one-time 
expenses, largely related to a restructuring charge in 1999. The efficiency 
ratio was 67.1% in 1999 compared to 64.5% in 1998. 


Taxes 

The bank’s income and other taxes for 1999 were $1.5 billion, for an 
effective total tax rate of 47.2%. Income and other taxes were $1.7 bil- 
lion in 1998, while the effective total tax rate was 48.0%. 


Provision for Credit Losses 
The provision for credit losses increased to $760 million in 1999 from 
$575 million in 1998. This increase resulted largely from a higher 
allocated general provision and unallocated provision of $230 million in 
1999 versus $100 million in 1998. 

The total allowance for loan losses was $1.9 billion or 1.2% of total 
loans versus 1.3% in 1998. 


Consolidated Financial Statements 


Management’s Responsibility for Financial Reporting 
The accompanying consolidated financial statements of Royal Bank of 
_ Canada were prepared by management, which is responsible for the 
integrity and fairness of the information presented, including the many 
amounts that must of necessity be based on estimates and judgments. 
These consolidated financial statements were prepared in accordance with 
United States generally accepted accounting principles. Financial informa- 
tion appearing throughout this Annual Report is consistent with these 
consolidated financial statements. Management has also prepared con- 
solidated financial statements for Royal Bank of Canada in accordance 
with Canadian generally accepted accounting principles, including the 
accounting requirements of the Superintendent of Financial Institutions 
Canada, and these consolidated financial statements have also been pro- 
vided to shareholders. 

In discharging its responsibility for the integrity and fairness of the 
consolidated financial statements and for the accounting systems from 


which they are derived, management maintains the necessary system of é 


‘internal controls designed to ensure that transactions are authorized, 
assets are safeguarded and proper records maintained. These controls 
include quality standards in hiring and training of employees, policies 
and procedure manuals, a corporate code of conduct and accountability 
for performance within appropriate and well-defined areas of responsibility. 

The system of internal controls is further supported by a compliance 
function, which ensures that the bank and its employees comply with 
securities legislation and conflict of interest rules, and by an internal audit 
staff, which conducts periodic audits of all aspects of the bank’s operations. 

The Board of Directors oversees management’s responsibilities 
for financial reporting through an Audit Committee, which ts composed 
entirely of directors who are neither officers nor employees of the bank. 


Auditors’ Report 
To the Shareholders of Royal Bank of Canada 


We have audited the consolidated balance sheet of Royal Bank 
of Canada as at October 31, 2000 and 1999, and the consolidated 
statements of income, changes in shareholders’ equity and cash flows for 
each of the years in the three-year period ended October 31, 2000. 
These consolidated financial statements are the responsibility of the 
bank’s management. Our responsibility is to express an opinion on these 
consolidated financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the consoli- 
dated financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the consolidated financial statements. An audit also 
includes assessing the accounting principles used and significant esti- 
mates made by management, as well as evaluating the overall consolidated 
financial statement presentation. 


This Committee reviews the consolidated financial statements of the 
bank and recommends them to the board for approval. Other key respon- 
sibilities of the Audit Committee include reviewing the bank’s existing 
internal control procedures and planned revisions to those procedures, 
and advising the directors on auditing matters and financial reporting 
issues. The bank’s Compliance Officer and Chief Internal Auditor have 
full and unrestricted access to the Audit Committee. 

At least once a year, the Superintendent of Financial Institutions 
Canada, makes such examination and enquiry into the affairs of the 
bank as deemed necessary to ensure that the provisions of the Bank 
Act, having reference to the safety of the depositors and shareholders 
of the bank, are being duly observed and that the bank is in sound 
financial condition. 

Deloitte & Touche LLP and PricewaterhouseCoopers LLP, independent 
auditors appointed by the shareholders of the bank upon the recom- 
mendation of the Audit Committee, have performed an independent 
audit of the consolidated financial statements and their report follows. 
The shareholders’ auditors have full and unrestricted access to the Audit 
Committee to discuss their audit and related findings. 


John E. Cleghorn 
Chairman & Chief Executive Officer 


Peter W. Currie 
Vice-Chairman & Chief Financial Officer 


Toronto, November 21, 2000 


In our opinion, these consolidated financial statements pres- 
ent fairly, in all material respects, the financial position of the bank as 
at October 31, 2000 and 1999, and the results of its operations and 
its cash flows for each of the years in the three-year period ended 
October 31, 2000, in accordance with United States generally accepted 
accounting principles. 

We also reported separately on November 21, 2000, to the share- 
holders of the bank on our audit, conducted in accordance with Canadian 
generally accepted auditing standards, where we expressed an opinion 
without reservation on the October 31, 2000 and 1999, consolidated 
financial statements, prepared in accordance with Canadian generally 
accepted accounting principles, including the accounting requirements 
of the Office of the Superintendent of Financial Institutions Canada. 


Deloitte & Touche LLP 
PricewaterhouseCoopers LLP 


Chartered Accountants 


Toronto, November 21, 2000 
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Consolidated Balance Sheet 


As at October 31 (C$ millions) 2000 1999 
Assets 
Cash resources 
Cash and due from banks $ 94 Te de 460 
Interest-bearing deposits with other banks 18,659 20,582 
19,606 23,042 
Securities (note 3) 
Trading account 46,366 35,288 
Available for sale 13,199 16,364 
Held to maturity 698 1,084 
60,263 52,736 
Assets purchased under reverse repurchase agreements 18,303 20,272 
Loans (note 4) 
Residential mortgage 62,984 59,242 
Personal 28,019 25,255 
Credit card 4,666 2,666 
Business and government loans and acceptances 72,143 66,887 
167,812 154,050 
Allowance for loan losses (1,871) (1,884) 
165,941 152,166 
Other 
Derivative-related amounts 19,334 159151 
Premises and equipment (note 5) 1,216 1,274 
Goodwill 693 660 
Other intangibles 208 - 
Other assets 8,490 7,997 
29,941 25,082 
$ 294,054 $ 273,298 
Liabilities and shareholders’ equity 
Deposits 
Canada 
Non-interest-bearing $-22:01T= “$" 16.876 
Interest-bearing 116,113 112,430 
International 
Non-interest-bearing 863 666 
Interest-bearing 67,250 57,925 
206,237 187,897 
Other 
Acceptances 11,628 9,257 
Obligations related to securities sold short 12,873 18,740 
Obligations related to assets sold under repurchase agreements 9,005 9,396 
Derivative-related amounts 18,574 15,219 
Other liabilities 15,912 15,682 
67,992 68,294 
Subordinated debentures (note 6) 5,825 4,596 
Non-controlling interest in subsidiaries 703 103 
Shareholders’ equity 
Capital stock (note 7) 
Preferred 2,001 1,973 
Common (shares issued and outstanding - 602,397,936 and 617,767,562) 3,074 3,063 
Retained earnings 8,314 7,495 
Accumulated other comprehensive income (92) (123) 
13,297 12,408 
$ 294,054 $ 273,298 


John E. Cleghorn 
Chairman & Chief Executive Officer 
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Robert B. Peterson 
Director 
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Consolidated Statement of Income 


For the year ended October 31 (C$ millions) 2000 1999 1998 
_ Interest income 
Loans Sel le5s8e eS) LOISS6ae $5251101426 
Trading account securities 1,435 1,143 1,061 
Available for sale and held to maturity securities 1,083 937 829 
Assets purchased under reverse repurchase agreements 1,078 893 1,169 
Deposits with banks 975 841 822 
16,109 14,200 14,307 
Interest expense ‘ 
Deposits 9,057 7,636 Tags2 
Other liabilities 1,429 1,161 ey 2 
Subordinated debentures 344 286 339 
10,830 9,083 9,243 
Net interest income 5,279 Bray 5,064 
Provision for credit losses 691 760 B75 
Net interest income after provision for credit losses 4,588 IN S\Sy/f 4,489 
Non-interest revenue 
Capital market fees 1,810 1,209 1,118 
Trading revenues 1,540 1,106 M52 
Deposit and payment service charges 756 688 664 
Investment management and custodial fees 684 547 495 
Mutual fund revenues 528 479 447 
Card service revenues 420 362 305 
Securitization revenues 104 220 226 
Gain (loss) on sale of securities (11) 28 343 
Other 849 852 647 
6,680 5,491 4,997 
Non-interest expenses 
Human resources 4,695 4,096 3,688 
Occupancy 570 564 508 
Equipment 664 O77, 585 
Communications 695 699 665 
Other 1,004 TOs 1,064 
7,628 7,141 6,510 
Net income before income taxes 3,640 2,/07 2,976 
Income taxes (note 8) 1,412 974 1,128 
Net income before non-controlling interest 2,228 Fass 1,848 
Non-controlling interest in net income of subsidiaries 20 8 76 
Net income See 20sr 4S 1,725. $ 1,772 
Preferred share dividends 134 57, 145 
Net income available to common shareholders Se n2iO74 §$ le568e $i “1627 
Average number of common shares (in thousands) 606,389 626,158 617,324 
Earnings per share (in dollars) (note 11) $ BiA2 $ 2:50) .$ 2.64 
Average number of fully diluted common shares (in thousands) 609,865 632,305 633,626 


Fully diluted earnings per share (in dollars) (note 11) $ 3.40 $ Dfies — & 2.58 
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Consolidated Statement of Changes in Shareholders’ Equity 


For the year ended October 31 (C$ millions) 2000 1999 
Preferred shares 
Balance at beginning of year $9737 «$251 10 
Issued (note 7) - 296 
Redeemed for cancellation (note 7) - (393) 
Issuance costs - (9) 
Translation adjustment on shares denominated in foreign currency 28 (31) 
Balance at end of year 2,001 1,973 
Common shares 
Balance at beginning of year 3,063 2,923 
Issued (note 7) 109 192 
Purchased for cancellation (note 7) (98) (52) 
Balance at end of year 3,074 3,063 
Retained earnings 
Balance at beginning of year 7,495 6,803 
Net income 2,208 1 A25 
Preferred share dividends (134) (157) 
Common share dividends (689) (588) 
Premium paid on common shares purchased for cancellation (note 7) (562) (281) 
Issuance costs (4) (7) 
Balance at end of year 8,314 7,495 
Accumulated other comprehensive income 
Unrealized gains and losses on available for sale securities, 
net of hedging activities and related income taxes (note 8) (56) (85) 
Unrealized foreign currency translation gains and losses, 
net of hedging activities and related income taxes (note 8) (36) (38) 
(92) (123) 
Shareholders’ equity at end of year $ 13,297. $ 12408 
Other comprehensive income 
Net income $ 2,208 $ 15725 
Change in unrealized gains and losses on available for sale securities, 
net of hedging activities and related income taxes 29 (141) 
Change in unrealized foreign currency translation gains and losses, 
net of hedging activities and related income taxes 2 (4) 
Total other comprehensive income $  92;239' $ 1,580 
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(34) 
22 
$11,858 


eee ree 
(227) 


(5) 
$ 1,540 
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Consolidated Statement of Cash Flows 
For the year ended October 31 (C$ millions) 2000 1999 1998 


Cash flows from operating activities 


Net income Stes oe 8 e725 gt P75 
Adjustments to determine net cash provided by (used in) operating activities 


Provision for credit losses 4 691 760 575 
Depreciation 369 389 342 
Restructuring - 1538 68 
Amortization of goodwill and other intangibles 91 70 66 
Gain on sale of assets (4) (95) = 
Change in accrued interest receivable and payable 110 (81) 95 
Net loss (gain) on sale of available for sale securities 11 (28) (343) 
Changes in operating assets and liabilities 
Deferred income taxes (206) (27) (65) 
Current income taxes payable (434) 487 66 
Unrealized gains and amounts receivable on derivative contracts (4,183) 15,262 (15,637) 
Unrealized losses and amounts payable on derivative contracts 3,355 (14,151) 14,638 
Trading account securities (11,078) (5,700) (11,037) 
Securities sold with recourse (312) (239) (337) 
Obligations related to securities sold short (5,867) (1,748) 7,426 
Other 97 8,116 (1,993) 
Net cash provided by (used in) operating activities (15,152) 4,893 (4,364) 
Cash flows from investing activities : 
Change in loans (11,728) MOV: (7,696) 
Proceeds from the maturity of held to maturity securities 500 411 885 
Purchases of held to maturity securities (114) (405) (737) 
Proceeds from sale of available for sale securities 10,525 5,163 4,446 
Proceeds from the maturity of available for sale securities 16,269 10,428 11,478 
Purchases of available for sale securities (23,640) (20,208) (14,114) 
Change in interest-bearing deposits with other banks 1,927 (6,596) 5,406 
Net acquisitions of premises and equipment (293) (255) (518) 
Net proceeds from sale of real estate - 815 - 
Change in assets purchased under reverse repurchase agreements 1,969 (365) (1,265) 
Net cash used in acquisition of subsidiaries (323) (129) (7) 
Net cash used in investing activities (4,908) (10,064) (2,122) 
Cash flows from financing activities 
Issue of RBC Trust Capital Securities (RBC TruCS) 650 - - 
Increase in domestic deposits 8,818 SAV ATAS} 93 
Increase in international deposits 9,405 2,119 5,964 
Issue of subordinated debentures 1,200 700 500 
Subordinated debentures matured (20) (123) (72) 
Issue of preferred shares - 287 293 
Preferred shares redeemed for cancellation = (400) = 
Issuance costs (4) = = 
Issue of common shares 59 17 18 
Common shares redeemed for cancellation (660) (333) - 
Dividends paid (791) (735) (662) 
Change in securities sold under repurchase agreements (391) (1,868) 1,806 
Change in liabilities of subsidiaries 281 (215) (315) 
Net cash provided by financing activities 18,547 57222 7,625 
Net change in cash and due from banks (1,513) 51 1,139 
Cash and due from banks at beginning of year 2,460 2,409 1,270 
Cash and due from banks at end of year $ O47, So) 2 460. > 2409 
Supplemental disclosure of cash flow information 
Amount of interest paid in year $910,698). Wo. S,989. pS 9,163 
Amount of income taxes paid in year $ 2,007 $ 542 §$ 604 
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Consolidated Financial Statements (all tabular amounts are in millions of Canadian dollars, except per share amounts) 


Note 1: Significant Accounting Policies 


The accompanying consolidated financial statements of Royal Bank of 
Canada are stated in Canadian dollars, the currency of the country in 
which the bank is incorporated and principally operates. These consoli- 
dated financial statements are prepared in accordance with United 
States generally accepted accounting principles (GAAP) and prevailing 
practices within the banking industry in that country. The bank has also 
prepared consolidated financial statements in accordance with Canadian 
GAAP and these have also been provided to shareholders. 

GAAP requires management to make estimates and assumptions 
that affect the amounts reported in the consolidated financial statements. 
Actual results could differ from those estimates. 

Certain comparative amounts have been reclassified to conform with 
the current year’s presentation. The significant accounting policies fol- 
lowed in the preparation of these consolidated financial statements are 
summarized below: 


Basis of Consolidation 

The consolidated financial statements include the assets and liabilities 
and results of operations of all subsidiaries after elimination of inter- 
company transactions and balances. The bank has accounted for the 
acquisition of subsidiaries using the purchase method. The equity 
method is used to account for investments in associated corporations or 
joint ventures in which the bank has significant influence or exercises 
joint control, respectively. These investments are reported in Other 
assets. The bank’s share of earnings from these investments is included 
in Interest income from securities. Gains and losses realized on disposi- 
tions of these investments are included in Non-interest revenue. 


Translation of Foreign Currencies 
Assets and liabilities denominated in foreign currencies are translated into 
Canadian dollars at rates prevailing on the balance sheet date; income and 
expenses are translated at average rates of exchange for the year. 
Unrealized foreign currency translation gains and losses (net of 
hedging activities and related income taxes) on investments in foreign 
branches, subsidiaries and associated corporations where the functional 
currency Is other than the Canadian dollar are recorded in Other compre- 
hensive income. On disposal of such investments, the accumulated net 
translation gain or loss is included in Non-interest revenue. Other foreign 
currency translation gains and losses (net of hedging activities) are 
included in Non-interest revenue. 


Securities 
Securities are classified at the time of purchase, based on management’s 
intentions, as Trading account, Available for sale, or Held to maturity. 

Trading account securities, which are purchased for resale over a 
short period of time, are stated at estimated current market value. 
Obligations to deliver trading securities sold but not yet purchased are 
recorded as liabilities and carried at fair value. Realized and unrealized 
gains and losses on these securities are recorded in Trading revenues in 
Non-interest revenue. Interest income accruing on Trading account secu- 
rities is recorded in Interest income from securities. Interest expense 
accruing on interest-bearing securities sold short is recorded in Interest 
expense. 

Available for sale securities include securities that may be sold in 
response to or in anticipation of changes in interest rates and resulting 
prepayment risk, changes in funding sources or terms, or to meet liquid- 
ity needs. These securities are carried at estimated current market value. 
Unrealized gains and losses on these securities and on the derivatives 
designated as hedges of the securities, net of taxes, are reported in Other 
comprehensive income. Available for sale securities include tax-exempt 
securities, which are customer financings that have been structured as 
after-tax investments rather than conventional loans in order to provide 
the issuers with a borrowing rate advantage. Such securities are 
accorded the accounting treatment applicable to loans and, if required, 
are reduced by an allowance for credit losses. 
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Held to maturity securities include debt securities that the bank 
has both the intent and the ability to hold until maturity and are carried 
at amortized cost. Premiums and discounts on Held to maturity securi- 
ties are amortized to Interest income from securities using the yield 
method over the period to maturity of the related securities. 

Gains and losses realized on disposal of Available for sale and Held 
to maturity securities, which are calculated on an average cost basis, 
and writedowns to reflect other than temporary impairment in value are 
included in Gain on sale of securities in Non-interest revenue. 


Loans 
Loans are stated net of an allowance for loan losses and unearned income, 
which is comprised of unearned interest and unamortized loan fees. 

Loans are classified as nonaccrual when there is no longer reason- 
able assurance of the timely collection of principal and interest. 
Whenever a payment is 90 days past due, loans other than credit card 
balances are classified as nonaccrual unless they are fully secured or col- 
lection efforts are reasonably expected to result in repayment of debt. 
Credit card balances are charged off when a payment is 180 days in 
arrears. When a loan is identified as nonaccrual, the accrual of interest is 
discontinued and any previously accrued but unpaid interest on the loan 
is charged to the provision for loan losses. Interest received on nonac- 
crual loans is credited to the allowance for loan losses on that loan. 
Nonaccrual loans are returned to performing status when all amounts 
including interest have been collected, all charges for loan impairment 
have been reversed and the credit quality has improved such that there 
is reasonable assurance of timely collection of principal and interest. 

When a loan has been identified as impaired, the carrying amount 
of the loan is reduced to its estimated realizable amount, measured by 
discounting the expected future cash flows at the effective interest rate 
inherent in the loan. In subsequent periods, recoveries of amounts pre- 
viously charged off and any increase in the carrying value of the loan is 
credited to the allowance for loan losses on the consolidated balance 
sheet. Where a portion of a loan is charged off and the remaining bal- 
ance is restructured, the new loan is carried on an accrual basis when 
there is no longer any reasonable doubt regarding the collectibility of 
principal and interest, and payments are not 90 days past due. 

Collateral is obtained if, based on an evaluation of the customer's 
creditworthiness, it is considered necessary for the customer’s overall 
borrowing facility: Collateral would normally be in the form of assets such 
as cash, government securities, shares, accounts receivable, inventory or 
fixed assets. 

Assets acquired in respect of problem loans are recorded at the lower 
of their fair value or the carrying value of the loan at the date of transfer. 
Any excess of the carrying value of the loan over the fair value of the assets 
acquired is recognized by a charge to the allowance for loan losses. 

Fees that relate to such activities as originating, restructuring or rene- 
gotiating loans are deferred and recognized on a straight-line basis as 
Interest income over the expected term of such loans. Where there is rea- 
sonable expectation that a loan will result, commitment and standby fees 
are also recognized as Interest income over the expected term of the 
resulting loan. Otherwise, such fees are recorded as Other liabilities and 
amortized to Non-interest revenue over the commitment or standby period. 


Allowance for Credit Losses 

The allowance for credit losses is maintained at a level that management 
considers adequate to absorb identified credit-related losses in the port- 
folio as well as losses that have been incurred, but are not yet 
identifiable. The allowance for credit losses reflects management's best 
estimate of losses existing in the credit portfolio at the balance sheet 
date. The allowance relates primarily to loans but also to deposits with 
other banks, derivatives, tax-exempt securities and other credit instru- 
ments such as acceptances, guarantees and letters of credit. 
The allowance is increased by the provision for credit losses, which is 
charged to income, and decreased by the amount of charge-offs, net of 
recoveries. 


The allowance is determined based on management’s identification 
and evaluation of problem accounts; estimated probable losses that exist 
on the remaining portfolio; and on other factors including the composi- 
- tion and quality of the portfolio, and changes in economic conditions. 


Allocated Specific 

Allocated specific allowances are maintained to absorb losses on both 
specifically identified borrowers and other more homogeneous loans that 
have been recognized as nonaccrual. The losses relating to identified 
large business and government debtors are estimated based on the 
present value of expected payments on an account-by-account basis. 
The losses relating to other portfolio-type products, excluding credit 
cards, are based on net charge-off experience over an economic cycle. For 
credit cards, no specific allowance is maintained as balances are charged 
off if no payment has been received after 180 days. Personal loans are 
generally charged off at 150 days past due. Charge-offs for other loans 
are generally recorded when there is no realistic prospect of full recovery. 


Allocated Country Risk 

Allocated country risk allowances are maintained with respect to expo- 
sures to a number of less developed countries (LDCs) based on an overall 
assessment of the underlying economic conditions in those countries. 


Allocated General 

The allocated general allowance represents the best estimate of probable 
losses within the portion of the portfolio that has not yet been specifically 
identified as nonaccrual. This amount is established through the appli- 
cation of expected loss factors to outstanding and undrawn facilities. 
The allocated general allowance for large business and government loans 
and acceptances is based on the application of expected default and loss 
factors, determined by statistical loss migration analysis, delineated by 
loan type and rating. For more homogeneous portfolios, such as residen- 
tial mortgages, small business loans, personal loans and credit cards, 
the determination of the allocated general allowance is done on a prod- 
uct portfolio basis. The losses are determined by the application of loss 
ratios determined through the analysis of loss migration and charge-off 
trends over an economic cycle, adjusted to reflect changes in the product 
offerings and credit quality of the pool. 


Unallocated 

The unallocated allowance is based on management’s assessment of 
probable, unidentified losses in the portfolio that have not been captured 
in the determination of the allocated specific, allocated country risk or 
allocated general allowances. This assessment includes consideration of 
general economic and business conditions and regulatory requirements 
affecting key lending operations, recent loan loss experience, and trends 
in credit quality and concentrations. This allowance also reflects model 
and estimation risks. This allowance does not represent future losses or 
serve as a Substitute for allocated allowances. 


Assets Purchased under Reverse Repurchase Agreements and 

Sold under Repurchase Agreements 

The bank enters into short-term purchases of securities under agreements 
to resell (reverse repurchase agreements) and sales of securities under 
agreements to repurchase (repurchase agreements). These agreements 
are treated as collateralized lending and borrowing transactions and are 
carried on the consolidated balance sheet at the amounts at which the 
securities were initially acquired or sold. Interest earned on reverse 
repurchase agreements and interest incurred on repurchase agreements 
are included in Interest income and Interest expense, respectively. 


Acceptances 

Acceptances are short-term negotiable instruments issued by the bank’s 
customers to third parties, which are guaranteed by the bank. The poten- 
tial liability under acceptances is reported as a liability in the consolidated 
balance sheet. The recourse against the customer in the case of a call on 
these commitments is reported as a corresponding asset of the same 
amount under Loans. Fees earned are reported in Non-interest revenue. 
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Derivatives 

Derivatives are used in sales and trading activities to provide clients with 
the ability to manage their market risk exposures. Derivatives are also 
used to manage the bank’s own exposures to interest, currency and other 
market risks. The most frequently used derivative products are foreign 
exchange forward contracts, interest rate and currency swaps, foreign cur- 
rency and interest rate futures, forward rate agreements, and foreign 
currency and interest rate options. 

When used in sales and trading activities, the realized and unreal- 
ized gains and losses on these derivatives are recognized in Non-interest 
revenue. Market values are determined using pricing models that incor- 
porate current market and contractual prices of the underlying instru- 
ments, time value of money, yield curve and volatility factors. A portion 
of the market value is deferred within Derivative-related amounts in 
Other liabilities and amortized to income over the life of the instruments 
to cover credit considerations and ongoing direct servicing costs. 
Unrealized gains and unrealized losses are generally reported on a gross 
basis as Derivative-related amounts in Other assets and Other liabilities, 
except where the bank has both the legal right and intent to settle these 
amounts simultaneously in which case they are presented on a net basis. 
Margin requirements and premiums paid are also included in Derivative- 
related amounts in Other assets, while premiums received are shown in 
Derivative-related amounts in Other liabilities. 

When derivatives are used to manage the bank’s own exposures, 
the income or expense is recognized over the life of the transaction as 
an adjustment to Interest income or Interest expense. Where derivatives 
have been designated and function effectively as hedges, realized gains 
and losses are deferred and amortized over the life of hedged assets or 
liabilities as adjustments to Interest income or Interest expense. 


Premises and Equipment 

Premises and equipment are stated at cost less accumulated deprecia- 
tion. Depreciation is recorded principally on the straight-line basis over 
the estimated useful lives of the assets, which are 25 to 50 years for 
buildings, 3 to 10 years for hardware, 3 to 5 years for software, 7 to 
10 years for furniture, fixtures and other equipment, and lease term 
plus first option period for leasehold improvements. Gains and losses on 
disposal are recorded in Non-interest revenue. 


Goodwill and Other Intangibles 

Goodwill represents the excess of the price paid for the acquisition of 
subsidiaries over the fair value of the net assets acquired and is amortized 
over appropriate periods of up to 20 years, except where a writedown is 
required to reflect permanent impairment. Identifiable, reliably measur- 
able Other intangible assets, such as client lists, resulting from acquisition 
of subsidiaries are also amortized over appropriate periods of up to 
20 years. An impairment review on unamortized goodwill and other 
intangibles is performed periodically. Such evaluation is based on vari- 
ous analyses including undiscounted cash flow; market value is used if a 
sale or disposition is being considered. 


Income Taxes 

The bank uses the asset and liability method whereby income taxes 
reflect the expected future tax consequences of temporary differences 
between the carrying amounts of assets or liabilities for book purposes 
compared with tax purposes. Accordingly, a deferred income tax asset or 
liability is determined for each temporary difference based on the tax 
rates that are expected to be in effect when the underlying items of 
income and expense are expected to be realized. Income taxes on the 
consolidated statement of income include the current and deferred por- 
tions of the expense. Income taxes applicable to items charged or 
credited to Retained earnings and Other comprehensive income are net- 
ted with such items. 
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Note 1: Significant Accounting Policies (continuea) 


Deferred income taxes accumulated as a result of temporary differ- 
ences are included in Other assets. A valuation allowance is established 
to reduce deferred income tax assets to the amount expected to be real- 
ized. In addition, the consolidated statement of income contains items 
that are non-taxable or non-deductible for income tax purposes and, 
accordingly, cause the income tax provision to be different than what it 
would be if based on statutory rates. 


Postretirement Benefits 

The bank maintains a defined benefit pension plan that is available to 
substantially all employees after two years of service or at age 25, on a 
contributory or a non-contributory basis. The plan provides pensions 
based on years of service, contributions and average earnings at retire- 
ment. Employees of subsidiaries of the bank are generally covered by 
separate pension plans that offer comparable benefits. It is the bank’s 
funding policy to annually contribute to its pension funds, the actuarially 
determined amounts needed to satisfy employee benefit laws.-Invest- 
ments held by the pension funds are primarily comprised of equity 
securities, bonds and debentures. 

Actuarial valuations are performed each year to determine the pre- 
sent value of the accrued pension benefits, based on projections of 
employees’ compensation levels to the time of retirement. 

Pension expense consists of the aggregate of (a) the actuarially com- 
puted cost of pension benefits provided in respect of the current year’s 
service, (b) imputed interest on the funding excess or deficiency of the 
plan and (c) the amortization of the funding excess existing at the date the 
current accounting policy commenced, experience gains and losses, and 
amounts arising as a result of changes in assumptions and plan amend- 
ments over the expected average remaining service life of employees. 

The cumulative excess of pension fund contributions over the 
amounts recorded as expense Is reported in Other assets, and other 
postretirement accrued benefit costs are reported in Other liabilities. 

The bank also provides health and dental care benefits and life 
insurance coverage to employees who retire after 10 years of service, 
and to their dependents. Costs of providing these benefits are accrued 
over the working lives of employees in a manner similar to pension costs. 


Assets under Administration and Assets under Management 

The bank administers and manages assets owned by clients that are not 
reflected on the consolidated balance sheet. Asset management fees are 
earned for providing investment management services and mutual fund 
products. Asset administration fees are earned for providing trust, estate 
administration and custodial services. Fees are recognized and reported 
in Non-interest revenue as the services are provided. 


Loan Securitization 
The bank periodically securitizes loans by selling loans to special- 
purpose vehicles or trusts that in turn issue securities to investors. These 
transactions are accounted for as sales when the bank is deemed to have 
surrendered control over such assets and consideration other than 
beneficial interests in these transferred assets has been received by 
the bank in exchange. Gains on these transactions are recognized in 
Non-interest revenue provided the bank is considered to have surren- 
dered control of the loans that have been transferred. 

Fees earned by the bank to service the securitized loans are recog- 
nized as services are provided and reported in Securitization revenues in 
Non-interest revenue. 


Insurance Operations 

Earned premium, fees, claims and changes in actuarial reserves are 
included in Non-interest revenue. Investments are primarily included in 
Available for sale securities and actuarial reserves are included in Other lia- 
bilities. Investment income is included in Interest income on Available for 
sale and Held to maturity securities, and administrative expenses are 
included in Non-interest expenses. 
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Future Accounting Changes 

Financial Accounting Standards Board Statement of Financial 
Accounting Standards No. 133, Accounting for Derivative Instruments 
and Hedging Activities (FAS 133), as amended by FAS 138, is effective 
for the bank’s fiscal year beginning November 1, 2000. Under the cur- 
rent accounting policy for derivatives, as described earlier in note 1, 
only derivatives used in sales and trading activities are recorded on the 
balance sheet at fair value. FAS 133 will require that a// derivative 
instruments be recorded on the consolidated balance sheet at fair value 
including derivatives embedded in financial instruments or contracts 
that are not clearly and closely related to the economic characteristics 
of the host financial instrument or contract. Changes in the fair value 
of derivatives will be recorded in Net income or, if the derivative is des- 
ignated as a cash flow hedge, in Other comprehensive income. 

For fair value hedge transactions, in which the bank is hedging 
changes in the fair value of an asset, liability or firm commitment, 
changes in the fair value of the derivative instrument will generally be 
offset in Net income by changes in the fair value of the hedged item 
relating to the risk being hedged. For cash flow hedge transactions, in 
which the bank is hedging the variability in cash flows related to a vari- 
able rate asset, liability or a forecasted transaction, the effective portion 
of the changes in the fair value of the derivative instrument will be 
reported in Other comprehensive income. The gains and losses on the 
derivative instrument that will be reported in Other comprehensive 
income will be reclassified to Net income in the periods in which Net 
income is affected by the variability in the cash flows of the hedged item. 
The ineffective portion of all hedges will be recognized in Net income. 

On November 1, 2000, the bank will record a cumulative transition 
adjustment recognizing after-tax gains of $20 million in Net income 
and $60 million in Other comprehensive income, as more fully described 
below. Assets will increase by $540 million and liabilities by $460 mil- 
lion as a result of recording all derivative instruments and all fair value 
hedged items on the consolidated balance sheet at fair value. 


Fair Value Hedges 

On November 1, 2000, the bank will record an after-tax gain of $10 mil- 
lion in Net income to recognize at fair value all derivatives that are 
designated as fair value hedge transactions net of the difference (attrib- 
utable to the hedged risks) between the carrying values and fair values of 
related hedged assets, liabilities and firm commitments. 


Cash Flow Hedges 

On November 1, 2000, the bank will record an after-tax gain of $57 mil- 
lion in Other comprehensive income to recognize at fair value all derivative 
instruments that are designated as cash flow hedge transactions. 


Other 

On November 1, 2000, the bank will record an after-tax gain of $10 mil- 
lion in Net income to recognize the fair value of derivative instruments not 
used in hedging. An after-tax loss of $1 million will be charged to Other 
comprehensive income relating to the hedging of net foreign currency 
investments in subsidiaries. The bank will reclassify $698 million of Held 
to maturity securities as Available for sale so that those securities will be 
eligible as hedged items in future fair value and cash flow hedge trans- 
actions. This reclassification will result in an after-tax gain of $4 million 
recorded in Other comprehensive income. Under the provisions of 
FAS 133, such reclassification will not call into question the bank’s 
intent to hold current or future debt securities to their maturity. 


Note 2: Results by Business and Geographic Segments 
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For management reporting purposes, the operations of the bank are 
grouped into the business segments of Personal & Commercial Financial 
Services, Wealth Management, Corporate & Investment Banking and 
Transaction Processing with the Other segment comprised mainly of 
Corporate Treasury, Systems & Technology and Real Estate Operations. 


Personal & 
Commercial Corporate & 
Financial Wealth Investment Transaction 
2000 Services Management Banking Processing Other Total Canada International 
Net interest income on 
taxable equivalent basis $ 4,789 $ 359 $ 43 $ 160 $ (44) $ 5,307 $ 4,796 $ 511 
Taxable equivalent adjustment 7 - 21 - - 28 28 ~ 
Net interest income 4,782 359 22 160 (44) 5,279 4,768 511 
Provision for credit losses 649 (1) 91 (21) (27) 691 703 (12) 
Net interest income after 
provision for credit losses 4,133 360 (69) 181 (17) 4,588 4,065 523 
Non-interest revenue 1,729 2,138 2,287 514 12 6,680 5,277 1,403 
Non-interest expenses 3,857 1,846 1,456 459 10 7,628 6,470 1,158 
Net income before income taxes 2,005 652 762 236 (15) 3,640 2,872 768 
Income taxes 782 239 260 102 29 1,412- 1,311 101 
Non-controlling interest 3) - - - 15 20 15 5 
Net income SP 218" o> 413 $ 502 $ 134 $ (59) $ 2,208 $ 1,546 $ 662 
Total average assets $131,900 $ 8,000 $131,900 $ 1,600 $ 10,700 $284,100 $200,100 $ 84,000 
Personal & 
Commercial Corporate & 
Financial Wealth Investment Transaction 
1999 Services Management Banking Processing Other Total Canada International 
Net interest income on 
taxable equivalent basis S$ 4457 > 267 $ 402 $ 168 $ (aD) 85 ey eee STAN Ks 750 
Taxable equivalent adjustment 8 ~ 27 - - 35) 35, - 
‘Net interest income 4,449 267 SAS 168 (142) Sale 4,367 750 
Provision for credit losses BY/S) - 223 6 (44) 760 672 88 
Net interest income after 
provision for credit losses 3,874 267 52 162 (98) 4,357 3,695 662 
Non-interest revenue 1,549 1,684 1,588 459 Ziel 5,491 4,277 1,214 
Non-interest expenses 3,898 1,556 1305 436 (54) 7,141 6,054 1,087 
Net income before income taxes iL es) 395 435 185 167 257.07: 1,918 789 
Income taxes 586 123 134 78 53 974 815 159 
Non-controlling interest 4 - - - 4 8 4 4 
Net income $ 935 $ PH2 §$ 301 $ LOZ SS 110 $ 1,725'5$ "1099" «$ 626 
Total average assets $123,900 $ 8900 $127,300 $ 1,800 $ 8,100 $270,000 $187,900 $ 82,100 
Personal & 
Commercial Corporate & 
Financial Wealth Investment Transaction 
1998 Services Management Banking Processing Other Total Canada International 
Net interest income on 
taxable equivalent basis $ 4192 $ 336 $ 530 $ 202 $ (159) $ 5,101 $ 4,409 $ 692 
Taxable equivalent adjustment 13 - 24 - = SY, 37 = 
Net interest income 4,179 336 506 202 (159) 5,064 4,372 692 
Provision for credit losses 305 1 206 178 (115) BAS 527 48 
Net interest income after 
provision for credit losses 3,874 355) 300 24 (44) 4,489 3,845 644 
Non-interest revenue 1,336 ips, 1,150 450 491 4,997 3,/29 1,268 
Non-interest expenses 3,563 1,490 1,048 429 (20) 6,510 5552 958 
Net income before income taxes 1,647 415 402 45 467 2,976 2,022 954 
Income taxes 669 153 132 17 157 1,128 906 222 
Non-controlling interest 3 WZ 49 - 12 76 72 4 
Net income $ 975 $ 250 $ 22a $ 28 §$ 2POSiaS: CI Sele O44 Ss 728 
Total average assets $111,400 $ 11,700 $125,000 $ 3,200 $ 10,200 $261,500 $179,900 $ 81,600 


The business segments operate on an arm’s-length basis with 
respect to the purchase and sale of intra-group services. Transfer pricing 
of funds sold or purchased, commissions, or charges and credits for 
services rendered are generally at market rates. 

For geographic reporting purposes, Canadian-based activities of 
international money market units are included in International. 
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Note 3: Securities 


Term to maturity (1) 


With no 2000 1999 
Under 1to5 5 to 10 Over specific 
1 year years years 10 years maturity Total Total 
Trading account (2) 
Canadian government debt (3) $°4.680 $52.833005" D519 S$o1063' 4 S$ - $10,095 $ 9,639 
U.S. Treasury and other U.S. agencies 657 1,452 181 18 - 2,308 759 
Other OECD government debt 380 543 140 TH) - 1,140 2 aTe 
Mortgage-backed securities 29 22 4 13 - 68 45 
Other debt 9,204 2,863 1,578 2,109 - 15,754 7,854 
Equities - - - - 17,001 17,001 14,817 
Total trading account 14,950 Th piless 3,422 3,280 17,001 46,366 35,288 
Available for sale (2) 
Canadian government debt (3) 
Amortized cost 2,296 281 95 179 - 2,851 7/5395) 
Estimated market value 2,290 282 94 Las - 2,843 7,568 
Yield (4) 5.9% 6.4% 6.5% 6.8% - 6.1% 5.3% 
U.S. Treasury and other U.S. agencies 
Amortized cost 83 4 ~ - - 87 if 
Estimated market value 83 4 - - - 87 1 
Yield (4) 5.9% 6.8% - - - 6.0% 4.3% 
Other OECD government debt 
Amortized cost 1,135 145 33 - - 1,313 197 
Estimated market value L135 144 33 - - 1,312 195 
Yield (4) 1.0% 6.4% 6.2% - - 1.3% 4.7% 
Mortgage-backed securities 
Amortized cost 198 3,774 42 Wa - 4,091 4,140 
Estimated market value 197 3,700 42 76 - 4,015 4,021 
Yield (4) 5.9% 5.2% 5.8% 7.0% - 5.3% 5.2% 
Other debt 
Amortized cost 1,728 1,161 938 162 76 4,065 SIN) 
Estimated market value 1,727 1,143 869 163 72 3,974 3,504 
Yield (4) 5.2% 6.4% 9.1% 6.9% 6.5% 6.6% 6.2% 
Equities 
Cost - - - - 889 889 1,064 
Estimated market value - - - - 968 968 1,075 
Total available for sale 
Amortized cost 5,440 5,365 1,108 418 965 13,296 16,514 
Estimated market value 5,432 5,273 1,038 416 1,040 13,199 16,364 
Held to maturity (2) 
Other OECD government debt 
Amortized cost 91 162 8 - - 261 388 
Estimated market value 92 161 8 - - 261 389 
Yield (4) 6.0% 6.4% 6.2% - - 6.3% 6.0% 
Other debt 
Amortized cost 183 250 4 - - 437 696 
Estimated market value 184 256 4 - - 444 704 
Yield (4) 6.5% 7.1% 6.2% ~ - 6.9% 6.3% 
Total held to maturity 
Amortized cost 274 412 12 - ~ 698 1,084 
Estimated market value 276 417 12 - - 705 1,093 
Total carrying value of securities (2) $20,656 $13,398 $4472 $ 3,696 $18,041 $60,263 $52,736 
Total estimated market value of securities $20,658 $13,403 $ 4,472 $ 3,696 $18,041 $60,270 $52,745 


(1) — Actual maturities may differ from contractual maturities shown above, since borrowers may have the right to prepay obligations with or without prepayment penalties. 


(2) Trading and Available for sale securities are carried at estimated current market value. Held to maturity securities are carried at amortized cost. 


(3) | Canadian government debt is comprised of securities issued or guaranteed by Canadian federal, provincial or municipal governments. 
(4) The weighted average yield is based on the carrying value at the end of the year for the respective securities. 
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Unrealized Gains and Losses 


2000 1999 
Gross Gross Estimated Gross Gross Estimated 
Amortized unrealized unrealized market Amortized unrealized unrealized market 
cost gains losses value cost gains losses value 


Available for sale 


Canadian government debt (1) $ 2,851 $ Gy 8s (13) $ 2,843 $7,555 $ Pie ois (14) $ 7,568 
U.S. Treasury and other U.S. agencies 87 - - 87 il - = 1 
Other OECD government debt 1-313 - (1) 1,312 197 ~ (2) 195 
Mortgage-backed securities 4,091 2 (78) 4,015 4,140 3 (122) 4,021 
Other debt 4,065 29 (120) 3,974 So ay/ 15 (68) 3,504 
Equities 889 102 (23) 968 1,064 30 (19) TO WAS) 
Total available for sale $13:296) S$) 1380.9, (235) $13,199 $16,514 §$ WS) SS > (22 SSIS shes 
Held to maturity 
Other OECD government debt $ 261 $ 15 2$ ( $ S268 $) 388 $ SS 8 (2) $ 389 
Other debt 437 7 - 444 696 10 (2) 704 
Total held to maturity $ 698 $ 8 $ (eh eAO Dy 4. ub 1) O84. > IR RS (4) $ 1,093 
(1) Canadian government debt consists of securities issued or guaranteed by Canadian federal, provincial or municipal governments. 
Gross Realized Gains and Losses on Sales of Available for Sale Securities 
2000 1999 1998 
Gross realized gains $ 106 =$ 94 ¢ 423 
Gross realized losses $ 117. $ 66 $ 80 
Note 4: Loans 
2000 1999 
Canada (1) 
Residential mortgage $ 61,444 $ 58,524 
Personal 27,207 2AVS OS 
Credit card 4,666 2,666 
Business and government loans and acceptances 47,616 43,674 
Total Canada 140,933) 129,217 
International (1) 
Residential mortgage 1,540 718 
Personal 812 902 
Business and government loans and acceptances 24,527 ZENS 
Total international 26,879 24,833 
Total loans (2) 167,812 154,050 
Allowance for loan losses (1,871) (1,884) 
Total loans net of allowance for loan losses $165,941 $152,166 


(1) — Loans in Canada include all loans booked in Canada, regardless of currency or residence of borrower. 
(2) — Loans are net of unearned income of $121 million (1999 — $144 million). 
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Note 4: Loans continued) 


Nonaccrual Loans 


2000 1999 
Residential mortgage $ 18575 173 
Personal 247 236 
Business and government loans and acceptances 301 294 
733 703 
Impaired — business and government loans and acceptances (1) 945 1,001 
$ 1,678 $ 1,704 
Allowance for impaired loans $ 430 $ 497 
Average balance of impaired loans (2) $ 955. aS adlace4 
(1) Impaired loans refer to the recorded investment in loans that are considered individually impaired. 
(2) For the year ended October 31, 1998, the average balance of impaired loans was $1,259 million. 
Allowance for Loan Losses 
y 2000 1999 1998 
Allowance for credit losses at beginning of year (1) $-—-1,900:...$—--2.0665-—-$ =e 
Charge-offs (839) (1,072) (836) 
Recoveries 162 114 144 
Net charge-offs (677) (958) (692) 
Provision for credit losses 691 760 ays) 
Other 61 32 65 
Allowance for credit losses at end of year $°. 1,975 -$ 1:900R*™S 327066 
Allowance for off-balance sheet and other items (2) (98) ~ - 
Allowance for tax-exempt securities (6) (TOs (40) 
Allowance for loan losses at end of year $- 1,871 --$ 19884 leSinsh2026 
(1) Includes an allowance related to tax-exempt securities. 


(2) During 2000, the allowance for off-balance sheet and other items was separated and reported under Other liabilities. Previously, the amount was included in the allowance for loan losses. 


Note 5: Premises and Equipment 


Cost 
Land $ 93° 3 
Buildings ~. 458 
Hardware and software 1,352 
Furniture, fixtures and other equipment 608 
Leasehold improvements 704 
See 2 
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2000 


Accumulated 
depreciation 


(207) 
(943) 
(407) 
(442) 


(1,999) 


Net book 
value 


$ 93 
251 
409 
201 
262 
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Note 6: Subordinated Debentures 
The debentures are unsecured obligations and are subordinated in right are subject to the consent and approval of the Superintendent of 
of payment to the claims of depositors and certain other creditors. All Financial Institutions Canada. 


repurchases, cancellations and exchanges of subordinated debentures 


Denominated in 


Maturity Rate. foreign currency 2000 1999 
July 1, 2000 11.00% $ - §¢ 20 
January 31, 2001 11.75% 27 27 
August 15, 2001 10.75% 15 iS 
January 11, 2002 11.00% 41 41 
March 1, 2002 10.50% 60 60 
July 29, 2005 (1) Callable (2) US$350 533 516 
September 3, 2007 5.40% (3) Callable (4) 400 400 
September 3, 2008 5.45% (5) Callable (4) 100 100 
April 12, 2009 5.40% (6) Callable (4) 350 350 
June 11, 2009 5.10% (7) Callable (4) 350 350 
July 7, 2009 6.05% (8) Callable (4) 175 ils) 
October 12, 2009 6.00% (9) Callable (4) 150 150 
August 15, 2010 6.40% (10) Callable (4) 700 ~ 
April 26, 2011 ; 8.20% (11) Callable (12) 100 100 
September 12, 2011 6.50% (13) Callable (4) 350 350 
October 24, 2011 6.75% (14) Callable (2) US$300 457 441 
June 4, 2012 6.75% (15) Callable (4) 500 500 
November 14, 2014 10.00% 200 200 
January 25, 2015 7.10% (16) Callable (4) 500 - 
June 8, 2023 9.30% 110 110 
October 1, 2083 (17)\ Callable (18) 250 250 
June 6, 2085 (19) Callable (2) US$300 457 441 


Se asS 25s) 914,096 


(1) — Interest at a rate of .0625% above the U.S. dollar 1-month LIBOR. 

(2)  Callable at the principal amount. 

(3) Interest at a rate of 5.40% until September 3, 2002, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(4)  Callable at greater of (i) the yield of Government of Canada bonds plus 5 basis points, or (ii) the principal amount. 

(5) Interest at a rate of 5.45% until September 3, 2003, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(6) Interest at a rate of 5.40% until April 12, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(7) Interest at a rate of 5.10% until June 11, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(8) Interest at a rate of 6.05% until July 7, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(9) Interest at a rate of 6.00% until October 12, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(10) Interest at a rate of 6.40% until August 15, 2005, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(11) Interest at a rate of 8.20% until April 26, 2006, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(12) Callable at the greater of (i) the yield of Government of Canada bonds plus 10 basis points, or (ii) the principal amount. 

(13) Interest at a rate of 6.50% until September 12, 2006, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(14) Interest at a rate of 6.75% until October 24, 2006, and thereafter at a rate of 1.00% above the U.S. dollar 6-month LIBOR. 

(15) Interest at a rate of 6.75% until June 4, 2007, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(16) Interest at a rate of 7.10% until January 25, 2010, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(17) Interest at a rate of .40% above the 30-day Bankers’ Acceptance rate. 

(18) Callable at an amount not exceeding 100.5% of the principal amount plus accrued and unpaid interest up to the date of redemption. 

(19) Interest at a rate of .25% above the U.S. dollar 3-month LIMEAN. In the event of a reduction of the annual dividend declared by the bank on its Common Shares, the interest payable on the 
debentures is reduced pro rata to the dividend reduction and the interest reduction is payable with the proceeds from the sale of Common Shares. 


Repayment Schedule 
The aggregate maturities of the debentures, assuming the earliest pos- 
sible dates of maturity under the terms of issue, are as follows: 


2001 $ 42 
2002 101 
2003 - 
2004 - 
2005 533 
2006 to 2010 PLES) 
Thereafter 2,924 

$ 5,825 
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Note 7: Capital Stock 


Authorized Capital Stock 

Preferred — An unlimited number of First Preferred Shares and Second 
Preferred Shares without nominal or par value, issuable in series; the 
aggregate consideration for which all the First Preferred Shares and all 
the Second Preferred Shares that may be issued may not exceed $5 bil- 
lion in each case. 


may be issued shall not exceed $10 billion. 


Issued and Outstanding Capital Stock 


Common — An unlimited number of shares without nominal or par value, 
provided that the aggregate consideration for which all common shares 


2000 1999 1998 
Number Dividends Number Dividends Number Dividends 
of shares declared of shares declared of shares declared 
(000s) Amount per share (000s) Amount per share (000s) Amount per share 
First Preferred 
Non-cumulative Series E 1,500 $ 149 $ 5.38 1,500 $ 149 $¢$ 4.69 1,500 $ 149 $ 5.00 
Non-cumulative Series F (1) - - - - - 2.25 6,000 147 2.25 
Non-cumulative Series G (1) - - - ~ - 2.13 10,000 246 2.13 
Non-cumulative Series H 12,000 295 2.25 12,000 295 2.25 12,000 295 225 
US$ Non-cumulative Series | 8,000 301 US 1.91 8,000 291 US 1.91 8,000 305 US 1.91 
Non-cumulative Series J 12,000 294 1.78 12,000 294 1.78 12,000 294 1.78 
US$ Non-cumulative Series K 10,000 376 US 1.58 10,000 363 US 1.58 10,000 381 US 1.58 
Non-cumulative Series N 12,000 293 1.18 12,000 293 1.18 12,000 293 0.68 
Non-cumulative Series O 6,000 145 1.38 * 6,000 145 0.58 - - - 
US$ Non-cumulative Series P 4,000 148 US 1.44 4,000 143 US 0.61 - - - 
$ 2,001 $ 1,973 $ 2,110 
Common (2) 
Balance at beginning of year 617,768 $ 3,063 617,581 $ 2,923 616,671 $ 2,905 
Issued under the Stock Option Plan 2,700 59 953 17 910 18 
Issued on the acquisition of 
Richardson Greenshields Limited (3) 1,667 50 9,580 170 - - 
Issued on the acquisition of 
RBC Dominion Securities Limited (4) - - 140 5 - - 
Purchased for cancellation (5) (19,737) (98) (10,486) (52) - - 
Balance at end of year 602,398 $ 3,074 $ 1.14 617,768 $ 3,063 $ 0.94 617,581 $ 2,923 $ 0.88 
Terms of Preferred Shares 
Conversion dates 
Dividend Redemption Redemption At the option of At the option of 
per share (6) date (7) price (8) the bank (7), (9) the holder (10) 
First Preferred : 
Non-cumulative Series E (11) (11) September 2, 2002 $100.00 Not convertible Not convertible 
Non-cumulative Series H $0.562500 August 24, 2001 25.00 August 24, 2001 November 24, 2001 
US$ Non-cumulative Series | US 0.476563 November 24, 2001 US 25.00 November 24, 2001 February 24, 2002 
Non-cumulative Series J 0.443750 May 24, 2003 25.00 May 24, 2003 November 24, 2003 
US$ Non-cumulative Series K US 0.393750 May 24, 2003 US 25.00 May 24, 2003 November 24, 2003 
Non-cumulative Series N 0.293750 August 24, 2003 26.00 August 24, 2003 August 24, 2008 
Non-cumulative Series O 0.343750 August 24, 2004 26.00 August 24, 2004 Not convertible 
US$ Non-cumulative Series P US 0.359375 August 24, 2004 US 26.00 August 24, 2004 Not convertible 


(1) 
(2) 


(3) 


(4) 
(5) 


(6) 


(7) 


(8) 


(9) 


(10) 


(11) 


On October 31, 1999, the bank redeemed the First Preferred Shares Series F and G. 
On October 5, 2000, the bank paid a stock dividend of one Common Share on each of its issued and outstanding Common Shares. The effect is the same as a two-for-one share split. 
All Common Share numbers have been restated to reflect the stock dividend. 
During the year the bank exchanged 4,701 (1999 — 4,606,341) Class B shares and 8,008,712 (1999 — nil) Class C shares issued by its wholly owned subsidiary, Royal Bank DS Holding Inc., 
on the acquisition of Richardson Greenshields Limited for 1,667,334 (1999 — 9,579,166) Common Shares. 
On November 1, 1998, the bank acquired all of the outstanding participating preferred shares of RBC Dominion Securities Limited in exchange for 140,000 Common Shares. 

During the year the bank repurchased 19,736,880 (1999 - 10,485,800) Common Shares pursuant to a normal course issuer bid announced in May 1999 and amended in February 2000. 
Purchases were made in the open market at market prices through the facilities of the Toronto and Montreal Stock Exchanges, and in accordance with stock exchange requirements. 

The amount and timing of purchases were determined by the bank. Premiums paid above the average carrying value of the Common Shares were charged to retained earnings. The cost of 
Common Shares repurchased was $660 million (1999 — $333 million), common stock was reduced by $98 million (1999 — $52 million) and retained earnings were reduced by $562 million 


(1999 — $281 million). 


Non-cumulative preferential dividends on First Preferred Shares Series E are payable, as and when declared by the Board of Directors, on the 12th day of every month. Non-cumulative 


preferential dividends on Series H, |, J, K, N, O and P are payable quarterly, as and when declared by the Board of Directors, on or about the 24th day of February, May, August and November. 
Subject to the consent of the Superinterident of Financial Institutions Canada and the requirements of the Bank Act, the bank may, on or after the dates specified above, redeem First Preferred 
Shares. All dollar figures relating to Series 1, K and P should be read as U.S. dollars. First Preferred Shares may be redeemed (i) for cash, in the case of First Preferred Shares Series E, H, 1, J, 
and K equal to the redemption price as stated above, in the case of Series N at a price per share of $26, if redeemed during the 12-months commencing August 24, 2003, and decreasing by 
$0.25 each 12-month period thereafter to a price per share of $25 if redeemed on or after August 24, 2007, and in the case of Series O and P at a price per share of $26 if redeemed during 
the 12 months commencing August 24, 2004, and decreasing by $0.25 each 12-month period thereafter to a price per share of $25 if redeemed on or after August 24, 2008, or (ii) by 
conversion, in the case of Series H, I, J, and K into that number of Common Shares determined by dividing the then-applicable redemption price by the greater of $2.50 and 95% of the 
weighted average trading price of Common Shares at such time. 

Subject to the consent of the Superintendent of Financial Institutions Canada and the requirements of the Bank Act, the bank may purchase First Preferred Shares for cancellation at a 
purchase price, in the case of the Series E, H, |, J, and K not exceeding the then-applicable redemption price specified above plus all declared and unpaid dividends, and, in the case of the 
Series N, O, and P at the lowest price or prices at which, in the opinion of the Board of Directors, such shares are obtainable. 

Subject to the approval of the Toronto and Montreal Stock Exchanges, the bank may, on or after the dates specified above, convert First Preferred Shares Series N, O and P into Common Shares 
of the bank. All dollar figures relating to Series P should be read as U.S. dollars. First Preferred Shares may be converted into that number of Common Shares determined by dividing the 
then-applicable redemption price by the greater of $2.50 and 95% of the weighted average trading price of Common Shares at such time. 

Subject to the right of the bank to redeem or to find substitute purchasers, the holder may, on or after the dates specified above, convert First Preferred Shares into Common Shares of the 
bank. All dollar figures relating to Series i and K should be read as U.S. dollars. Series H, |, J, K, and N may be converted, quarterly, into that number of Common Shares determined by 
dividing the then-applicable redemption price by the greater of $2.50 and 95% of the weighted average trading price of Common Shares at such time. 

The rights, privileges, restrictions and conditions attaching to the First Preferred Shares Series E were amended in 1997. Holders are entitled to receive, as and when declared by the Board 

of Directors, a monthly non-cumulative cash dividend that (i) floats in relation to the bank’s Canadian prime rate and (ii) is adjusted upwards or downwards based on changes in market trading 
value. The annual dividend rate applicable to any month will in no event be less than the sum of .25% plus 55% of the average prime rate or greater than the sum of .25% plus 75% of the 
average prime rate. 


U.S. GAAP - Royal Bank of Canada 66 


Regulatory Capital 

The bank is subject to the regulatory capital requirements defined by the 

Superintendent of Financial Institutions Canada (OSF1), which includes 
- the use of Canadian GAAP. Two measures of capital strength established 

by OSFI, based on standards issued by the Bank for International 

Settlements (BIS), are risk-adjusted capital ratios and the assets-to- 

capital multiple. 

OSFI requires Canadian banks to maintain a minimum Tier 1 and 
Total capital ratio of 4% and 8%, respectively. However, OSFI has also 
formally established risk-based capital targets for deposit-taking institu- 
tions in Canada. These targets are a Tier 1 capital ratio of at least 7% 
and a Total capital ratio of at least 10%. At October 31, 2000, the 
bank’s Tier 1 and Total capital ratios were 8.6% and 12.0%, respectively 
(1999 - 8.1% and 11.2%, respectively). 

In the evaluation of the bank’s assets-to-capital multiple, OSFI 
specifies that total assets, including specified off-balance sheet financial 
instruments, should be no greater than 20 times Total capital. At 
October 31, 2000, the bank’s assets-to-capital multiple was 15.3 times 
(1999 — 16.5 times). 

Using guidelines issued by the Board of Governors of the Federal 
Reserve System in the United States and U.S. GAAP financial information, 
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the bank’s Tier 1 and Total capital ratios at October 31, 2000, were 7.8% 
and 11.3%, respectively (1999 —- 7.6% and 10.7%, respectively). Using 
the same guidelines, at October 31, 2000, the bank’s leverage ratio was 
4.2% (1999 - 4.1%). 

During the year, the bank issued $650 million of Trust Capital 
Securities (RBC TruCS), a form of innovative Tier 1 capital under both 
Canadian and U.S. guidelines, which are reported as Non-controlling 
interest in a subsidiary on the consolidated balance sheet. 


Other Developments 
On October 27, 2000, the bank entered into a five-year agreement with 
a AAA rated reinsurer, which requires the reinsurer to purchase up to 
$200 million of Non-cumulative first preferred shares at the October 27, 
2000 market price should the general allowance for credit losses (allo- 
cated general and unallocated) be drawn down below a certain level. 
If these shares had been issued today they would qualify as Tier 1 capital. 
On October 30, 2000, the bank filed a preliminary prospectus pro- 
viding for an issuance of a second series of innovative Tier 1 capital, 
Trust Capital Securities (RBC TruCS), of up to $750 million. 
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Note 8: Income Taxes 


2000 1999 1998 
Provision for income tax in income 
Current 
Canada — Federal $ 799 $ 580 $ 501 
Provincial 349 234 302 
International 258 176 153 
1,406 990 956 
Deferred 
Canada — Federal 38 (3) 144 
Provincial 9 (3) 28 
International (41) (10) - 
6 (16) 172 


Income tax expense (benefit) in shareholders’ equity 
Unrealized gains and losses on available for sale securities, 


net of hedging activities 20 (105) (170) 
Unrealized foreign currency translation 

gains and losses, net of hedging activities (37) 213 (299) 

f (17) 108 (469) 

Total income taxes Spier 395° Stim 19082) med 659 


Deferred Income Taxes (temporary differences) 


Deferred income tax asset (1) 
Allowance for credit losses 


Deferred income 274 264 97 
Premises and equipment 83 - 118 
Deferred compensation 78 19 7 
Tax loss carryforwards 72 19 233 
Other 223 335 PALTL 
1,244 1,146 1,096 
Deferred income tax liability 

Pension expense (101) (120) (112) 
Deferred expense (63) (29) (73) 
Premises and equipment = (29) - 
Other (77) G7) (141) 
(241) (349) (326) 


Net deferred income tax asset 


$ 1,003; i$ 7197S 770 


(1) The bank has determined that it is more likely than not that its deferred income tax asset will be realized through a combination of future reversals of temporary differences and taxable income. 


Reconciliation to Statutory Tax Rate 


2000 1999 1998 
Income taxes at Canadian statutory tax rate $ 1,558 APS oie Same loS AS O°ouei San Ble ie 42.9% 
Increase (decrease) in income taxes resulting from 
Lower average tax rate applicable to subsidiaries (303) (8.3) (199) (ssa) (167) (5.4) 
Tax-exempt income from securities (7) (.2) (10) (.4) (10) (.4) 
Other 164 4.5 20 ) 28 8 
Income taxes reported in income/effective tax rate $ 1,412 38.8% § 974 36.0% $ 1,128 37.9% 


Foreign earnings of certain subsidiaries would be taxed only upon their 
repatriation to Canada. The bank has not recognized a deferred tax liability 
for these undistributed earnings as management does not currently 
expect them to be repatriated. Taxes that would be payable if all foreign 


U.S. GAAP = Royal Bank of Canada 68 


subsidiaries’ accumulated unremitted earnings were repatriated are esti- 
mated at $737 million as at October 31, 2000 (1999 — $729 million; 
1998 — $696 million). 


Note 9: Employee Benefit Plans 


Pension and Other Postretirement Plans 
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Pension plan Other postretirement plans (1) 
2000 1999 2000 1999 
_ Change in fair value of plan assets 
Fair value of plan assets at beginning of year Ass, $ 3/673) os 68 $ V2 
_ Actual return on plan assets 326 350 3 3 
Company contributions 13 77 - 
Plan participant contributions 18 19 - - 
Benefits paid (197) (183) (4) (7) 
Experience gains 266 241 - - 
Foreign currency exchange rate changes (12) (12) = = 
Change in valuation allowance (19) 10 - - 
Transfers to other plans (11) (40) = = 
Fair value of plan assets at end of year A519). -$ , 4,135; $ 67 $ 68 
Change in benefit obligation 
Benefit obligation at beginning of year Bayley $77573}626; -.$ 57A. «x $ 513 
Service cost 104 109 17 AL 7 
Interest cost 254 238 42 40 
Plan participant contributions 18 19 - - 
Actuarial loss (gain) 70 (294) (7) 22 
Benefits paid (197) (183) (17) (18) 
Transfers to other plans (4) (34) = 7 
Plan amendments 15 11 ~ - 
Foreign currency exchange rate changes (15) (9) - - 
Changes in assumptions = (12) = = 
Benefit obligation at end of year Sen oe S471 609 ¢ 574 
Funded status 
Overfunded (underfunded) status at end of year 803 ¢ 664 §$ (542) $ (506) 
Unrecognized net actuarial loss (gain) (555) (381) 31 38 
Unrecognized transition obligation (23) (25) 226 243 
Other (9) 3 - ~ 
Prepaid (accrued) benefit expense 216 $ 261 $ (285) $ (225) 
Weighted average assumptions as at October 31 
Discount rate 7.25% 7.25% 7.25% 7.25% 
Assumed long-term rate of return on plan assets 7.0% 7.0% 4.75% 4.75% 
Rate of increase in future compensation 4.4% 4.4% 4.4% 4.4% 
Pension Benefit Expense (2) 
2000 1999 1998 
Service cost $ 104 $¢ SSS 100 
Interest cost 254 238 226 
Expected return on plan assets (291) (274) (254) 
Amortization of transition asset (2) - 10 
Amortization of prior service cost 22 (3) = 
Amortization of net pension surplus - (1) = 
Recognized net actuarial loss (gain) (41) 13 (as) 
Change in valuation allowance — 19 (10) 14 
Pension benefit expense $ 65 ~$ 89 $ 119 
Other Postretirement Benefits Expense (1) 
2000 1999 1998 
Service cost $ 146 «$¢ ZO) 8 20 
Interest cost 43 40 35 
Expected return on plan assets (3) (3) (3) 
Amortization of transitional asset 17 i 7d 
Recognized net actuarial loss 3 1 1 
Other postretirement benefits expense a Bm § Tee > 70 
(1) Includes postretirement health, dental care and life insurance. The assumed health care cost trend rates for the next year used to measure the expected cost of benefits covered for the 


postretirement health and life plans was 6.5% for medical and 4.5% for dental with the ultimate trend rate of 4.5%. A one percentage point increase in assumed health care cost trend rates 
would have increased the service and interest costs and obligation by $10 million and $83 million, respectively. A one percentage point decrease in assumed health care cost trends would 


have lowered the service and interest costs and the obligation by $7 million and $65 million, respectively. 
(2) An assumed discount rate of 7.25% (1999 and 1998 - 6.5%) was used to determine pension expense. 
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Note 9: Employee Benefit Plans (continued) 


RESSOP 

The bank offers a Royal Employee Savings and Share Ownership Plan 
(RESSOP) to its employees, whereby the bank contributes 50% of 
employees’ contributions to a maximum of 3% of the employee's salary 
in the form of common shares. 

The bank contributed $39 million (1999 — $40 million; 1998 — 
$38 million), under the terms of RESSOP, towards the purchase of com- 
mon shares. As at October 31, 2000, an aggregate of 16,475,698 
common shares were held under RESSOP. 


Deferred Share Unit Plan 

A Deferred Share Unit Plan is offered to certain senior executive officers 
and non-employee directors of the bank. Under this plan, each officer 
may choose to receive all or a percentage of their annual incentive bonus 
in the form of deferred share units (DSUs). This election to participate 
in the plan must be made prior to the beginning of the fiscal year. The 
DSUs attract dividends in the form of additional DSUs at the same rate as 
dividends on the common shares. Officers and directors are not allowed to 
convert the DSUs until termination or retirement. The value of the DSUs, 
when converted to cash, will be equivalent to the market value of the 
common shares at the time the conversion takes place. The value of the 
DSUs as at October 31, 2000, was $26 million (1999 — $20 million). 


Deferred Bonus Plan — Corporate & Investment Banking 

A Deferred Bonus Plan is offered to certain key employees of the bank. 
Under this plan, a percentage of each employee’s annual incentive 
bonus is deferred and attracts dividends at the same rate as dividends 
on common shares. The value of the deferred bonus paid will be equiva- 
lent to the original deferred bonus adjusted for dividends and changes in 
the market value of common shares at the time the bonus is received. 
The employee will receive the deferred bonus in equal amounts on the 
three year-end dates following. The value of the deferred bonus as at 
October 31, 2000, was $81 million (1999 — $26 million). 


Stock Option Plan 

A Stock Option Plan is offered to certain key employees and non-employee 
directors of the bank. Under this plan, options are periodically granted to 
purchase common shares at prices not less than the market price of such 
shares immediately prior to the grant date. The options vest over a 4-year 
period and are exercisable for periods not exceeding 10 years. 

For all options issued prior to 2000, the bank uses the intrinsic value 
method of accounting. There is no compensation expense recognized for 
the options since on the day of the grant the option’s exercise price is not 
less than the market price of the underlying stock. When the options are 
exercised, the proceeds received are credited to common shares. 

Beginning in 2000, the Stock Option Plan was amended and pre- 
dominantly all new stock option grants have a Stock Appreciation Right 
(SAR) attached. This entitles a participant to elect to exercise either an 
option or the corresponding SAR. SARs can be exchanged for a cash 
amount equal to the difference between the exercise price and the clos- 
ing price of the common shares on the day immediately preceding the 
day of exercise. Up to 100% of vested options can be exercised as SARs. 
The bank expects the SARs to be settled in cash and therefore accrues 
compensation expense on SARs over the vesting period equal to the 
excess of quoted market price at the balance sheet date over exercise 
price. The compensation expense recorded for the year ended October 31, 
2000, in respect of this plan was $52 million. 

Of the total options outstanding at October 31, 2000, 1,931,182 
options, all of which are exercisable, have exercise prices ranging from 
$14.46 to $15.68, or $15.61 on average ($15.61 exercisable), and an 
average remaining contractual life of 5.9 years; 11,647,448 options 
(2,497,648 exercisable) have exercise prices ranging from $24.80 
to $36.90, or $30.58 on average ($25.36 exercisable), and an average 
remaining contractual life of 9.1 years; and 12,298,400 options 
(4,452,600 exercisable) have exercise prices ranging from $38.22 to 
$43.59, or $39.32 on average ($39.43 exercisable), and an average 
remaining contractual life of 8.5 years. 


Stock Options 
2000 1999 1998 

Number Weighted Number Weighted Number Weighted 
of options average of options average of options average 
(000s) exercise price (000s) exercise price (000s) exercise price 
Outstanding at beginning of year 20,966 $ 32.42 ISS 4 22s S 28.66 10,010 $ 20.70 
Granted 8,286 33.09 6,828 39.01 6,458 39.64 
Exercised (2,700) 22.05 (953) 17.83 (910) 18.86 
Cancelled (675) | 36.10 (331) S500) (136) 30.15 
Outstanding at end of year 25 B77. vias Soe 20,966 $ 32.42 15,422 $ 28°66 
Exercisable at end of year 8,881 $ 30.29 5,988 $$ 25.29 2,898 ¢ 18.84 

Available for grant 26,502 95113 14,310 
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Pro Forma Net Income and Earnings per Share 

FAS 123, Accounting for Stock-Based Compensation, permits either the 
fair value based method of accounting for an employee stock com- 
pensation plan, or the intrinsic value based method provided an entity 
makes pro forma disclosures of net income and earnings per share, as if 
the fair value method had been applied. 
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The bank has elected to provide pro forma disclosures, which 
demonstrate the effect if the bank had adopted the fair value based 
method of measuring outstanding stock options in 2000, 1999 and 
1998 as indicated below: 


As reported Pro forma (1) 
2000 1999 1998 2000 1999 1998 
Net income $ 2,208 25 eae Wein Oe See eo he e699 1,756 
Earnings per share 3.42 2.50 2.64 3.45 2.46 2.61 
Fully diluted earnings per share 3.40 2.48 2.58 3.43 2.44 2.56 


(1) | Compensation expense under the fair value based method is recognized over the vesting period of the related stock options. Accordingly, the pro forma results of applying this method may not 


be indicative of future amounts. 


In determining the pro forma disclosures above, the fair value 
of options granted was estimated on the date of grant using an option 
pricing model with the following assumptions: (i)-risk-free interest rate 
of 6.04% (1999 — 5.10%; 1998 - 4.75%), (ii) expected option life of 


Note 10: Restructuring Charges 


There were no restructuring charges in 2000. As at October 31, 2000, 
the remaining accrual balance in Other liabilities was $49 million, 
of which $22 million relates to staff reductions, $21 million relates to 


10 years, (iii) expected volatility of 22% (1999 and 1998 — 23%) and 
(iv) expected dividends of 2.60% (1999 — 2.80%; 1998 — 2.78%). 
The fair value of each option granted was $10.26 (1999 — $10.93; 
1998 - $10.70). 


Occupancy, $2 million relates to dispositions of equipment and $4 mil- 
lion relates to Other expenses. 


Accrual balance Amount Accrual balance 
1999 utilized 2000 
Human resources $ SAS 32S 22 
Occupancy Tpit . 50 21 
Equipment 5 3 2 
Other 17 ils} 4 
Total restructuring charges $ TATE SS 985 iS 49 
Note 11: Earnings per Share 
2000 1999 1998 
Basic earnings per share 
Net income Smee 20sr, So 1725. 3S" e772 
Dividends on preferred shares (134) (CUS 79) (145) 
Net income available to common shareholders $ 2,074 $ 1,568 $ 1,627 
Average number of common shares outstanding 606,389 626,158 617,324 
$ 3.42 $ 2,50) eS 2.64 
Fully diluted earnings per share 
Net income available to common shareholders SI 21074 'SUSolle 17 568R9$) NAN 627 
Effect of assumed conversions (1) 2 Z 10 
Net income adjusted for diluted computation SPi27076) 2S.) 15700 Ba 637 
Weighted average number of shares outstanding 606,389 626,158 617,324 
Convertible Class B and C shares (1) 736 2,708 12,082 
Stock options (2) 2,740 3,439 4,220 
Weighted average fully diluted number of shares outstanding 609,865 632,305 633,626 
$ 3.40 $ ZAS ES 2.58 


(1) The convertible shares include the Class B and C shares issued by the bank's wholly owned subsidiary Royal Bank DS Holding Inc., on the acquisition of Richardson Greenshields Limited 
on November 1, 1996. The Class B shares are exchangeable into Royal Bank of Canada Common Shares, while the exchange of the Class C shares is determined based on the bank’s average 
Common Share price during the 20 days prior to the date the exchange is made. During the year the bank exchanged 4,701 (1999 — 4,606,341) Class B shares and 8,008,712 (1999 — nil) 


Class C shares for 1,667,334 (1999 — 9,579,166) Common Shares. 


(2) The dilutive effect of stock options was computed using the treasury stock method. This method computes the number of incremental shares by assuming the outstanding stock options are 
(i) exercised and (ii) then reduced by the number of shares assumed to be repurchased from the issuance proceeds, using the average market price of our common stock for the period. 
Excluded from the computation of diluted earnings per share were average options outstanding of 6,153,507 with an exercise price of $39.64; average options outstanding of 6,589,464 
with an exercise price of $39.01; average options outstanding of 2,639 with an exercise price of $38.22; and average options outstanding of 393 with an exercise price of $43.59 
(1999 - 6,355,830 at $39.64 and 6,237,862 at $39.01; 1998 — 5,610,082 at $39.64) as the options’ exercise prices were greater than the average market price of the bank's common stock. 
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Note 12: Commitments and Contingencies 


Financial Instruments with Contractual Amounts Representing Credit Risk 
The primary purpose of these commitments is to ensure that funds are 
available to a customer as required. The bank’s policy for requiring col- 
lateral security with respect to these instruments and the types of 
collateral security held is generally the same as for loans. 

Guarantees and standby letters of credit, which represent irrevo- 
cable assurances that the bank will make payments in the event that a 
customer cannot meet its obligations to third parties, carry the same 
credit risk as loans. Documentary and commercial letters of credit, which 
are written undertakings by the bank on behalf of a customer authorizing 


Financial Instruments with Contractual Amounts Representing Credit Risk 


a third party to draw drafts on the bank up to a stipulated amount under 
specific terms and conditions, are collateralized by the underlying ship- 
ments of goods to which they relate. 

In securities lending transactions, the bank acts as an agent for 
the owner of a security, who agrees to lend the security to a borrower for 
a fee, under the terms of a pre-arranged contract. The borrower must 
fully collateralize the security loan at all times. 

Commitments to extend credit represent unused portions of autho- 
rizations to extend credit in the form of loans, bankers’ acceptances, 
guarantees or letters of credit. 


2000 1999 
Guarantees and standby letters of credit $ 13,658 $ 14,130 
Documentary and commercial letters of credit 456 585 
Securities lending 20,333 19,833 
Commitments to extend credit 
Original term to maturity of 1 year or less 97,966 83,425 
Original term to maturity of more than 1 year 41,599 45,761 
Note issuance/revolving underwriting facilities 155 125 
$ 174,167 $ 163,859 


Lease Commitments 

Minimum future rental commitments for premises and equipment under 
long-term non-cancellable leases for the next five years and thereafter 
are shown below. 


Lease Commitments 


2001 $ 249 
2002 217 
2003 188 
2004 170 
2005 157 
Thereafter 921 
Total Sah os 
Litigation 


Various legal proceedings are pending that challenge certain practices or 
actions of the bank and its subsidiaries. Many of these proceedings are 
loan-related and are in reaction to steps taken by the bank and its sub- 
sidiaries to collect delinquent loans and enforce rights in collateral 
securing such loans. Management considers that the aggregate liability 
resulting from these proceedings will not be material. 


Pledged Assets 

Securities with a carrying value of $27.1 billion (1999 — $31.1 billion) 
have been pledged as collateral for various types of funding transactions 
including obligations related to assets sold under repurchase agreements 
and obligations related to securities sold short. Included in the above 
amount are assets with a carrying value of $2.4 billion (1999 — $1.3 billion) 
that have been deposited as collateral in order to participate in clearing 
and payment systems and depositories or to have access to the facilities 
of central banks.in foreign jurisdictions. 
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Acquisitions 

Liberty Life Insurance Company and 

Liberty Insurance Services Corporation 

On June 19, 2000, the bank announced it had reached an agreement to 
acquire Liberty Life Insurance Company and Liberty Insurance Services 
Corporation, which are the insurance subsidiaries and certain other sub- 
sidiaries of Liberty Corporation. Under the agreement, Liberty Corporation 
will receive proceeds of approximately US$650 million consisting of a 
dividend from Liberty Life Insurance Company of up to US$70 million 
and the balance in cash from the bank. This transaction closed on 
November 1, 2000, and will be accounted for using the purchase method. 
The excess of the purchase price over the estimated fair value of the net 
tangible assets acquired, which is approximately US$60 million, will first 
be allocated to identifiable intangible assets, with the residual excess 
allocated to Goodwill. Goodwill amortization will be on a straight-line 
basis over 15 years. 


Dain Rauscher Corporation 

On September 28, 2000, the bank and Dain Rauscher Corporation 
(Dain Rauscher) announced that they signed a definitive merger agree- 
ment by which the bank will acquire Dain Rauscher. Dain Rauscher will 
be renamed RBC Dain Rauscher Wessels. 

As a result of the merger, each Dain Rauscher common share will 
convert into the right to receive US$95 in cash. The transaction is valued 
at US$1.456 billion. The transaction will be accounted for using the 
purchase method and the excess of the purchase price over the estimated 
fair value of the net tangible assets acquired, which is approximately 
US$947 million, will first be allocated to identifiable intangible assets, 
with the residual excess allocated to Goodwill. Goodwill amortization will 
be on a straight-line basis over 20 years. The merger, which is subject to 
regulatory approval, approval from the stockholders of Dain Rauscher 
and other customary closing conditions, is expected to be completed 
during the bank's first quarter of fiscal 2001. 


Note 13: Derivative Financial Instruments 


Derivative financial instruments are financial contracts whose value is 
derived from an underlying interest rate, foreign exchange rate, equity or 
commodity instrument or index. 


Derivative Product Types 
The bank uses the following derivative financial instruments for both 
trading and non-trading purposes. 

Swaps are transactions in which two parties exchange cash flows on 
a specified notional amount for a predetermined period. For interest rate 
swaps, fixed and floating interest payments are exchanged based on a 
notional amount. Cross currency swaps involve the exchange of fixed or 
floating interest payments in one currency for the receipt of fixed or floating 
interest payments in another currency. Cross currency interest rate swaps 
involve the exchange of both interest and principal amounts in two 
different currencies. 

Forwards and futures are contractual obligations to buy or sell a 
financial instrument on a future date at a specified price. Forward con- 
tracts are effectively tailor-made agreements that are transacted between 
counterparties in the over-the-counter market, whereas futures are stan- 
dardized contracts that are transacted on regulated exchanges. 

Options are contractual agreements under which the seller (writer) 
grants the purchaser the right, but not the obligation, either to buy (call 
option) or sell (put option), by or at a set date, a specified amount of a 
financial instrument at a predetermined price. The seller receives a pre- 
mium from the purchaser for this right. 


Derivatives Held or Issued for Trading Purposes 

Most of the bank’s derivative transactions relate to sales and trading 
activities. Sales activities include the structuring and marketing of deri- 
vative products to customers at competitive prices to enable them to 
transfer, modify or reduce current or expected risks. Trading involves 
market-making, positioning and arbitrage activities. Market-making 
involves quoting bid and offer prices to other market participants with 
the intention of generating revenues based on spread and volume. 
Positioning involves managing market risk positions with the expectation 
of profiting from favourable movements in prices, rates or indices. 
Arbitrage activities involve identifying and profiting from price differen- 
tials between markets and products. The bank does not deal, to any 
significant extent, in leveraged derivative transactions. These transac- 
tions contain a multiplier which, for any given change in market prices, 
could cause the change in the transaction’s fair value to be significantly 
different from the change in fair value that would occur for a similar 
derivative without the multiplier. 


Derivatives Held or Issued for Non-Trading Purposes 
The bank also uses derivatives in connection with its own asset/liability 
management activities, which include hedging and investment activities. 
Interest rate swaps are used to adjust exposure to interest rate risk 
by modifying the repricing or maturity characteristics of existing and/or 
anticipated assets and liabilities. As at October 31, 2000, the level of 
interest rate derivatives in place to hedge anticipated transactions, and 
accounted for as a hedge, was insignificant. Purchased interest rate 
options are used to hedge redeemable deposits and other options 
embedded in consumer products. Written options are used in the bank’s 
asset/liability management activities when specifically linked to a pur- 
chased option in the form of a collar. The amount of the bank’s deferred 
gains and losses associated with non-trading derivatives hedging antici- 
pated transactions was insignificant. 
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Derivatives — Notional Amounts and Replacement Cost 

The tables following provide the notional amounts and gross positive 
replacement cost of the bank’s derivative transactions. Notional 
amounts, which are off-balance sheet, serve as a point of reference for 
calculating payments and are a common measure of business volume. 
The gross replacement cost of derivatives represents the total current 
replacement value of all outstanding transactions in a gain position, 
before factoring in the impact of master netting agreements. 


Derivative-Related Credit Risk 

Credit risk from derivative transactions is generated by the potential for 
the counterparty to default on its contractual obligations when one or 
more transactions have a positive market value to the bank. This market 
value is referred to as replacement cost since it is an estimate of what it 
would cost to replace transactions at prevailing market rates if a default 
occurred. 

For internal risk management purposes, the credit risk arising from 
a derivative transaction is defined as the sum of the replacement cost 
plus an add-on that is an estimate of the potential change in the market 
value of the transaction through to maturity. The add-on is determined by 
statistically based models that project the expected volatility of the vari- 
able(s) underlying the derivative, whether interest rate, foreign exchange 
rate, equity or commodity price. Both the replacement cost and the add- 
on are continually re-evaluated over the life of each transaction to ensure 
that sound credit risk valuations are used. 

Netting is a technique that can reduce credit exposure from deriva- 
tives and is generally facilitated through the use of master netting 
agreements. The two main categories of netting are close-out netting and 
settlement netting. Under the close-out netting provision, if the counter- 
party defaults, the bank has the right to terminate all transactions 
covered by the master agreement at the then-prevailing market values 
and to sum the resulting market values, offsetting negative against posi- 
tive values, to arrive at a single net amount owed by either the 
counterparty or the bank. Under the settlement netting provision, all pay- 
ments and receipts in the same currency and due on the same day 
between specified pairs of bank and counterparty units are netted, gen- 
erating a single payment in each currency, due either by the bank or the 
counterparty unit. The bank actively encourages counterparties to enter 
into master netting agreements. However, measurement of the bank’s 
credit exposure arising out of derivative transactions is not reduced to 
reflect the effects of netting unless the enforceability of that netting is 
supported by appropriate legal analysis as documented in bank policy. 

To further manage derivative-related counterparty credit exposure, 
the bank enters into agreements containing mark-to-market cap provi- 
sions with some counterparties. Under such provisions, the bank has the 
right to request that the counterparty pay down or collateralize the cur- 
rent market value of its derivatives position with the bank. The use of 
collateral does not currently represent a significant credit mitigation 
technique for the bank in managing derivative-related credit risk. 
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Note 13: Derivative Financial Instruments (continued) 


The bank subjects its derivative-related credit risks to the same 
credit approval, limit and monitoring standards that it uses for managing 
other transactions that create credit exposure. This includes evaluation 
of counterparties as to creditworthiness, and managing the size, diversi- 
fication and maturity structure of the portfolio. Credit utilization for all 
products is compared with established limits on a continual basis and is 
subject to a standard exception reporting process. The bank utilizes a 


single internal rating system for all credit risk exposure. In most cases, 
these internal ratings approximate the external risk ratings of public rat- 
ing agencies. The table below shows replacement cost, both before and 
after the impact of netting, of the bank’s derivatives by risk rating and by 
counterparty type. During 2000 and 1999, neither the bank’s actual 
credit losses arising from derivative transactions nor the level of impaired 
derivative contracts were significant. 


Replacement Cost of Derivative Financial Instruments by Risk Rating and by Counterparty Type 


Risk rating (1) Counterparty type (2) 
BB or OECD 
As at October 31, 2000 AAA, AA A BBB lower Total Banks governments Other Total 
Gross positive replacement cost (3) $ 11,588 $ 6,693 $ 1,692 $ 590° $ * 20,5638" $ 9 13/035""$ 1,846 $ 5,682 $ 20,563 
Impact of master netting agreements (7,313) (2,583) (346) (256) (10,498) (9,006) - (1,492) (10,498) 
Replacement cost (after netting agreements) $ 4,275 $ 4,110 $ 1,346 $ 334 $ 10,065 $ 4,029 $ 1,846 $ 4,190 $ 10,065 
Replacement cost (after netting agreements) — 1999 $ 4,336 $ 2,758 $ 762 $ 485 $ 8,341 $ 4,535 $ 1,390 $ 2,416 $ 8,341 


(1) 
and lower represent non-investment grade ratings. 
(2) | Counterparty type is defined in accordance with the capital adequacy requirements of the 


(3) 


The bank's internal risk ratings for major counterparty types approximate those of public rating agencies. Ratings of AAA, AA, A and BBB represent investment grade ratings and ratings of BB 


Superintendent of Financial Institutions Canada. 


Represents the total current replacement value of all outstanding contracts in a gain position, before factoring in the impact of master netting agreements. 


Notional Amount of Derivatives by Term to Maturity and Replacement Cost 


Term to maturity 2000 1999 
Within 1 to Over Other than Replacement Other than Replacement 
1 year 5 years 5 years (1) Total Trading trading cost (2) Trading trading cost (2) 
Over-the-counter (OTC) contracts 
Interest rate contracts 
Forward rate agreements $ 15,966 $ 552 $ - $ 16,518 $ 16,518 $ -~ $ 7 $ 28,822 $ - $ 19 
Swaps 157,262 280,770 92,620 530,652 477,038 53,614 4,517 394,090 77,796 4,475 
Options purchased 20,876 6,658 4,161 31,695 31,564 131 168 41,444 2,170 230 
Options written 19,951 8,068 4,619 32,638 32,306 332 - 44,155 2,783 - 
Foreign exchange contracts 
Forward contracts 526,672 25,699 2,496 554,867 540,790 14,077 10,878 616,867 8,379 8,336 
Cross currency swaps 708 2,144 2,436 5,288 4,836 452 180 3,812 390 123 
Cross currency interest rate swaps 19,146 23,965 14,649 57,760 49,186 8,574 2,456 36,457 11,491 Toon 
Options purchased 45,251 2,149 - 47,400 47,212 188 934 46,425 29 826 
Options written 51,179 2,243 41 53,463 53,275 188 - 55,599 29 - 
Other contracts (3) 11,038 3,694 1,683 16,415 16,415 - 1,423 11,608 - 892 
Exchange-traded contracts 
Interest rate contracts 4 
Futures — long positions 12,218 2,750 6 14,974 14,544 430 - 20,971 1,897 - 
Futures — short positions 16,542 4,196 11 20,749 19,949 800 - 15,458 880 - 
Options purchased 12,117 - - 12,117 12,117 - - 6,192 - - 
Options written 18,909 - - 18,909 18,909 - - 6,087 - - 
Foreign exchange contracts 
Futures — long positions 534 1 - 535 535 - - 53 - - 
Futures — short positions 15 2 - 17 17 - - 610 - - 
Other contracts (3) 34,905 14,120 - 49,025 49,025 - - 21,191 - - 
$ 963,289 $ 377,011 $ 122,722 $ 1,463,022 $1,384,236 $ 78,786 $ 20,563 $1,349,841 $ 105,844 $ 16,272 
Impact of master netting agreements 
With intent to settle net or 
simultaneously (4) $ (27) (18) 
Without intent to settle net or 
simultaneously (5) (10,471) (7,913) 
$ 10,065 $ 8,341 


Represents the total current replacement value of all outstanding contracts in a gain position, before factoring in the impact of master netting agreements. Exchange-traded contracts are 


excluded from this presentation as the credit risk associated with these instruments is minimal since they are settled in cash on a daily basis. Written options are excluded as they represent 


Impact of offsetting credit exposures on contracts where the bank has both a legally enforceable master netting agreement in place and intends to settle the contracts on either a net basis or 


(1) Includes contracts maturing in over 10 years with a notional value of $12,390 million and related gross positive replacement cost of $329 million. 
(2) 
obligations of the bank and as such do not attract credit risk. 
(3) | Comprised of precious metals, commodity and equity-linked contracts. 
(4) 
simultaneously. 
(5) — Additional impact of offsetting credit exposures on contracts where the bank has a legally 


basis or simultaneously. 
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enforceable master netting agreement in place but does not intend to settle the contracts on a net 


Note 14: Concentrations of Credit Risk 


Concentrations of credit risk exist if a number of customers are engaged 
in similar activities, or are located in the same geographic region or have 
comparable economic characteristics such that their ability to meet con- 
tractual obligations would be similarly affected by changes in economic, 
political or other conditions. Concentrations of credit risk indicate the 
relative sensitivity of the bank’s performance to developments affecting a 
particular industry or geographic location. Management does not believe 
that the concentrations described below are unusual. 


On-Balance Sheet Assets 

Of the $168 billion (1999 — $154 billion) in total loans, 84% (1999 — 
83%) relates to borrowers located in Canada with the largest provincial 
concentrations being Ontario - 36% (1999 - 36%) and British 
Columbia — 15% (1999 — 15%). No industry or foreign jurisdiction 
accounts for more than 10% of total loans. 


Off-Balance Sheet Financial Instruments 

Financial instruments with contractual amounts representing credit risk 
Of the $174 billion (1999 — $164 billion) in off-balance sheet financial 
instruments with contractual amounts representing credit risk as at 
October 31, 2000, approximately 51% relates to Canada, 33% to the 
United States and 11% to Europe (1999 —- 49%, 34% and 14%, 
respectively). 


Note 15: Estimated Fair Value of Financial Instruments 


The estimated fair values are designed to approximate values at which 
these instruments could be exchanged in a current transaction between 
willing parties. However, many of the financial instruments lack an avail- 
able trading market and therefore, fair values are based on estimates 
using net present value and other valuation techniques, which are signif- 
icantly affected by the assumptions used concerning the amount and 
timing of estimated future cash flows and discount rates, which reflect 
varying degrees of risk. Furthermore, due to the use of subjective judgment 


Financial Instruments 
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Included in the $174 billion of these credit instruments are com- 


mitments to extend credit totalling $140 billion (1999 — $129 billion), 


of which 49% relates to Canada, 33% to the United States and 11% to 
Europe (1999 — 46%, 35% and 16%, respectively). Of the commit- 
ments to extend credit, the largest industry concentration relates to 
financial institutions (37%), mining and energy (13%), transportation 
(11%) and manufacturing (10%) (1999 — 32%, 16%, 12% and 13%, 
respectively). No other industry sector accounts for more than 10% of 
the total. 


Derivatives 
Credit risk represents the current replacement value of all outstanding 
over-the-counter derivative contracts in a gain position without factoring 
in the impact of master netting agreements or the value of any collateral. 
Credit risk totalled $20.6 billion and $16.3 billion as at October 31, 2000 
and 1999, respectively. Based on the location of the ultimate counter- 
party, 42% of this credit risk amount relates to Europe, 28% to the 
United States, 22% to Canada and 7% to Asia Pacific (1999 - 41%, 
24%, 22% and 12%, respectively). 

The largest concentration by counterparty type of this credit risk 
exposure is with banks at 61% (1999 — 68%). 


and uncertainties, the aggregate fair value amounts should not be 
interpreted as being realizable in an immediate settlement of the 
instruments. 

The estimated fair values disclosed below do not reflect the value 
of assets and liabilities that are not considered financial instruments 
such as “premises and equipment.” In addition, the values of other non- 
financial assets and liabilities, such as intangible values of customer 
relationships, have been excluded. 


2000 1999 
Book value Fair value Difference Book value Fair value Difference 
Financial assets 
Cash resources (1) $ 19,06 $ 19606 $ eh P04? => 23042" $ - 
Securities (2) , 60,263 60,270 7 520 52,745 9 
Assets purchased under reverse 
repurchase agreements (1) 18,303 18,303 - 2O2T2Z 20,272 - 
Loans (3) 165,941 166,846 905 152,166 WayZ il 7/0) 4 
Other assets (4) 26,581 26,689 108 22,088 22,085 (3) 
Financial liabilities 
Deposits (5) 206,237 207,727 (1,490) 187,897 189,209 (1,312) 
Acceptances (1) 11,628 11,628 - 9,257 9,257 - 
Obligations related to securities sold short (1) 12,873 12,873 - 18,740 18,740 - 
Obligations related to assets sold under 
repurchase agreements (1) 9,005 9,005 - 9,396 DSI6 - 
Other liabilities (4) 34,136 34,136 - 30,615 30,615 - 
Subordinated debentures (6) 5,825 5,809 16 4,596 4,523 73 


(1) Due to their short-term maturity, the carrying values of certain on-balance sheet financial instruments are assumed to approximate their fair values. 

(2) The estimated fair values are provided in the Securities note to the consolidated financial statements (note 3). These are based on quoted market prices, when available. If quoted market 
prices are not available, fair values are estimated using quoted market prices of similar securities. 

(3) For certain variable rate loans that reprice frequently, fair values are assumed to be equal to the carrying values. The fair values of other loans are estimated through a discounted cash flow 
calculation that applies market interest rates currently charged for similar new loans to expected maturity amounts. 

(4) The carrying values of Other assets and Other liabilities approximate their fair values with the exception of amounts relating to derivative financial instruments held or issued for other than 
trading purposes. The net fair value over book value for these instruments is shown in Other assets. 

(5) The fair values of deposits with no stated maturity are assumed to be equal to their carrying values. The estimated fair values of fixed rate deposits are determined by discounting the 
expected cash flows, using market interest rates currently offered for deposits of similar remaining maturities (adjusted for early redemptions where appropriate). 

(6) The fair values of the debentures are based on quoted market prices for similar issues, or current rates offered to the bank for debt of the same remaining maturity. 
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Note 15: Estimated Fair Value of Financial Instruments (continued) 


Derivative Financial Instruments (1) 


2000 1999 
Average fair value Year-end Year-end 
for the year ended (2) fair value fair value 
Positive Negative Positive Negative Positive Negative 
Held or issued for trading purposes 
Interest rate contracts 
Forward rate agreements $ 10 $ OaeS Tue > 4 $ 19 «$¢ 2 
Swaps 3,952 4,545 3,845 4,574 6S pl face) SST 
Options purchased 192 - 168 - Zouk - 
Options written - 161 - 136 - 203 
4,154 4,715 4,020 4,714 3,969 4,567 
Foreign exchange contracts 
Forward contracts 8,620 8,185 10,683 9,722 8,272 7,857 
Cross currency swaps 127 121 91 125 122 109 
Cross currency interest rate swaps 1,644 1,163 2,164 1,830 1,270 955 
Options purchased e123 - 934 - 826 - 
Options written - 654 - 950 - Tees! 
11,114 10,123 13,872 12,627 10,490 9,654 
Other contracts 1,143 1,182 1,423 1,178 892 1,094 


$' 16,411 $ "16,020 "$19,515" "$ “18,519  ) 15,35) ee eee 


Held or issued for other than trading purposes 
Interest rate contracts 


Swaps $ 672s 256 $ 152s 301 
Options purchased os = 3 os 
Options written - 7 - 8 
672 263 viskey 309 
Foreign exchange contracts 
Forward contracts 195 310 64 43 
Cross currency swaps 89 89 dl 29 
Cross currency interest rate swaps 292 252 101 334 
576 651 166 406 
$. A, 248i).1$ 914 ¢ 92 legen TAS) 
Total gross fair values before netting - 20,563 19,433. ¢$ 16,272 $ 16,030 
Impact of master netting agreements 
With intent to settle net or simultaneously (3) ‘ (27) (27) (18) (18) 
Without intent to settle net or simultaneously (4) (10,471) (10,471) (7,913) (7,913) 
Total $ 910;065 $ 8935 $-' 8:34] .$5 tc,099 


(1) _ The fair values of derivatives are presented on a gross basis before the impact of legally enforceable master netting agreements. The fair values of derivatives are determined using various 
methodologies including: quoted market prices, where available; prevailing market rates for instruments with similar characteristics and maturities; net present value analysis or other pricing 
models as appropriate. 

(2) Average fair value amounts are calculated based on monthly balances. 

(3) Impact of offsetting credit exposures on contracts where the bank has both a legally enforceable master netting agreement in place and intends to settle the contracts on either a net basis or 
simultaneously. 

(4) Additional impact of offsetting credit exposures on contracts where the bank has a legally enforceable master netting agreement in place but does not intend to settle the contracts on a net 
basis or simultaneously. 
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Consolidated Balance Sheet 
As at October 31 


(C$ millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 

Assets 
Cash resources $ 19,606 23,042 16,395 21,392 23,567 17,710 16,449 10,874 10,938 $ 8,820 $ 8,763 
Securities 60,263 52,736 42,538 33,343 41,261 33,220 27,695 24,011 16,146 13,436 9,449 
Reverse repurchase agreements 18,303 20,272 19,907 18,642 11,446 4,591 5,259 5,304 607 600 - 

Loans 
Residential mortgage 62,984 59,242 56,468 53,369 48,120 45,131 44,109 43,781 32,609 29,105 25,734 
Personal 28,019 20,255 22,761 20,864 18,440 16,923 16,508 16,487 15,462 14,775 14,392 
Credit card 4,666 2,666 1,945 2,324 3,522 3,435 3321 3,090 ZO32 ex Al 2,434 

Business and government 

loans and acceptances 72,143 66,887 76,218 73,398 63,561 57,800 54,953 58,364 58,239 60,461 62,966 
167,812 154,050 157,392 149,955 133,643 123,289 118,891 121,722 108,842 106,912 105,526 
Allowance for loan losses (1,871) (1,884) (2,026) (1,769) (1,875) (2,003) (2,559) (4,255) (3,575) (1,958) (2,463) 
165,941 152,166 155,366 148,186 131,768 121,286 116,332 117,467 105,267 104,954 103,063 

Other 
Derivative-related amounts (1) 19,334 iMeyei lout 30,413 14,776 8,598 12,378 - - - - - 
Premises and equipment 1,216 1,274 1,872 1,696 1,785 1,870 1,975 2,057 1,914 1,921 1,800 
Other assets 9,391 8,657 14,583 9,044 9,052 5,427 5,385 5,228 3,421 2,621 2,863 
29,941 25,082 46,868 25,516 19,435 19,675 7,360 7,285 5,335 4,542 4,663 


$ 294,054 $ 273,298 $ 281,074 $ 247,079 $ 227,477 $ 196,482 $ 173,095 $ 164,941 $ 138,293 $ 132,352 $ 125,938 


Liabilities and shareholders’ equity 


Deposits 
Canada $ 138,124 $ 129,306 $ 123,533 $ 122,721 $ 118,482 $ 114,778 $ 106,099 $ 103,755 $ 85,203 $ 80,097 $ 73,202 
International 68,113 58,591 56,472 50,508 43,335 28,713 29,716 26,644 27,019 24,925 25,966 
206,237 187,897 180,005 173,229 161,817 143,491 135,815 130,399 da2 222 105,022 99,168 
Other 
Acceptances 11,628 9,257 10,620 10,561 7,423 6,300 6,205 6,302 SWS 7,210 10,369 
Securities sold short 12,873 18,740 20,488 13,062 7,063 7,128 5,569 5,362 3,628 2,650 1523 
Repurchase agreements 9,005 9,396 11,264 9,458 16,526 4,090 5,341 Z533 787 641 29 
Derivative-related amounts (1) 18,574 15,219 29,370 14,732 9,053 12,384 - - - = - 
Other liabilities 15,912 15,682 12,883 10,644 127135 10,284 7,986 8,919 5,232 5,913 5,998 
67,992 68,294 84,625 58,457 52,200 40,186 25,101 23,116 15,384 16,414 17;919 
Subordinated debentures __ 5,825 4,596 4,087 4,227 3,602 3,528 3,481 3,410 3,106 3,081 2,299 
Non-controlling interest in subsidiaries 703 103 499 531 108 107 93 86 75 es 98 
Shareholders’ equity 
Capital stock 
Preferred : 2,001 1,973 2,110 LST, 1,725 1,962 2233 2,215 1,572 1,636 1,129 
Common 3,074 3,063 2923 2,905 2,874 2,908 2,908 2,908 2,908 2,724 2,448 
Retained earnings 8,314 7,495 6,803 5,719 4,825 4,194 3,476 2,823 3,041 3,421 2,893 
Accumulated other 
comprehensive income (92) (123) 22 254 326 106 (12) (16) (15) (19) (16) 
13,297 12,408 11,858 10,635 9,750 9,170 8,605 7,930 7,506 7,762 6,454 


$ 294,054 $ 273,298 $ 281,074 $ 247,079 $ 227,477 $ 196,482 $ 173,095 $ 164,941 $ 138,293 $ 132,352 $ 125,938 


(1) © As the information is not reasonably determinable, amounts for years prior to 1995 have not been restated to reflect the presentation of derivative-related amounts on a gross basis. 
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Consolidated Statement of Income 


For the year ended October 31 


(C$ millions, except per share amounts) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 
Interest income 
Loans $ 11,538 $ 10,386 $ 10,426 $ 9,354 $ 9,490 $ 9,820 $ 8,693 8,156 8,957 $ 10,670 11,238 
Securities 2,518 2,080 1,890 2,140 2,430 2,154 1,629 1,295 1,012 896 1,063 
Assets purchased under 
reverse repurchase 
agreements (1) 1,078 893 1,169 568 366 237 206 91 - - - 
Deposits with banks 975 841 822 1,009 922 817 479 324 421 613 666 
16,109 14,200 14,307 13,071 13,208 13,028 11,007 9,863 10,390 12,179 12,967 
Interest expense 
Deposits 9,057 7,636 Tose 6,548 Ue ills 7,362 ~ 5,477 4,995 5,868 7,940 9,081 
Other liabilities 1,429 1,161 1,172 1,139 1,126 792 761 567 322 209 145 
Subordinated debentures 344 286 339 384 322 335 290 263 272 271 220 
10,830 9,083 9,243 8,071 8,563 8,489 6,528 5,825 6,462 8,420 9,446 
Net interest income 5,279 ys 5,064 5,000 4,645 4,539 4,479 4,038 3,928 3,759 3,521 
Provision for credit losses 691 760 575 380 570 580 820 1,750 2,050 605 420 
Net interest income after 
provision for credit losses 4,588 4,357 4,489 4,620 4,075 3,959 3,659 2,288 1,878 3,154 3,101 
Non-interest revenue 
Capital market fees 1,810 1,209 1,118 ely 764 434 567 456 356 258 264 
Trading revenues 1,540 1,106 USA 606 368 362 345 414 387 238 234 
Deposit and payment 
service charges 756 688 664 690 701 681 661 649 654 601 560 
Investment management 
and custodial fees 684 547 495 404 319 286 278 101 82 69 71 
Mutual fund revenues 528 479 447 354 241 190 202 64 CWA 16 14 
Card service revenues 420 362 305 332 282 278 258 203 183 197 197 
Securitization revenues 104 220 226 9 = - - - = = = 
Gain on sale of securities (11) 28 343 37 107 17 49 169 14 1l - 
Other 849 852 647 684 484 490 503 395 389 568 404 
6,680 5,491 4,997 4,288 3,266 2,738 2,863 2,451 2,102 1,958 1,744 
Non-interest expenses 
Human resources 4,695 4,096 3,688 3,427 2,933 2,581 2,675 2,386 2,170 2,072 1,889 
Occupancy 570 564 508 559 507 473 500 593 476 394 334 
Equipment 664 677 585 605 492 506 460 473 382 335 287 
Communications 695 699 665 587 523 461 450 377 372 372 362 
Other 1,004 1,105 1,064 893 Ti2 654 576 586 ney 445 444 
7,628 7,141 6,510 6,071 5,167 4,675 4,661 4,415 3,917 3,618 3,316 
Net income before income taxes 3,640 2,707 2,976 2,837 2,174 2,022 1,861 324 63 1,494 1,529 
Income taxes 1,412 974 res 1,106 795 741 655 (5) (65) 495 555 
Net income before 
non-controlling interest 2,228 1,733 1,848 List 1,379 1,281 1,206 329 128 999 974 
Non-controlling interest 20 8 76 77 49 23 37 29 21 16 2] 
Net income $ 2,208 $ 1725 > Une > 1,654 $ 1,330 $ 1,258 $ 1,169 300 107 $ 983 965 
Preferred share dividends 134 E57 145 131 144 164 168 154 123 103 96 
Net income available to 
common shareholders $ 2,074 $ 1,568 $ 1,627 $ 1,523 $ 1,186 $ 1,094 $ 1,001 146 (16) $ 880 869 
Earnings per share (loss) 
Basic $ 3.42 $ 2.50 $ 2.64 $ 2.46 $ 1.89 $ 1.74 $ cod 0.23 (0.03) $ 1.46 1.50 
Fully diluted 3.40 2.48 2.58 2.42 1.89 1.74 159 0.23 (0.03) 1.45 1.48 
Cash basis, basic (2) 3.57 2.61 2.74 2.57 2-95 1.80 1.67 0.29 0.01 1.49 1.53 
Cash basis, fully diluted (2) 3.55 2.60 2.69 oe. 1.95 1.80 1.67 0.29 0.01 1.48 1,50 


(1) Amounts for assets purchased under reverse repurchase agreements are included in loans for 1990 to 1992. 
(2) Cash basis earnings per share and fully diluted earnings per share are computed by adding back to net income the after-tax amount of amortization for goodwill and other intangibles. 
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Consolidated Statement of Changes in Shareholders’ Equity 


For the year ended October 31 


(C$ millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 
- Preferred shares 
Balance at beginning of year Seamus. $ S210) S MA7b7. $ Mie725, $ Sifo62, $ 22838) $ 12:215 Gi M572 $F 1/636 $ Iwi2on ssinntapasa 
Issued - 296 300 - = = - 612 - 526 - 
Redeemed for cancellation - (393) ~ - (236) (267) - - (99) (5) * (4) 
Issuance costs - (9) 7) - - - = (11) = (8) = 
Translation adjustment 28 (31) 60 32 (1) (4) 18 42 35 (6) (1) 
Balance at end of year 2,001 1,973 2,110 IASI Ws) 1,962 2,233 2,215 1,572 1,636 1,129 
Common shares 
Balance at beginning of year 3,063 2,923 2,905 2,874 2,908 2,908 2,908 2,908 2,724 2,448 2,307 
Issued 109 192 18 69 - - - - 184 276 141 
Purchased for cancellation (98) (52) = (38) (34) = = = = = = 
Balance at end of year 3,074 3,063 2,923 2,905 2,874 2,908 2,908 2,908 2,908 2,724 2,448 
Retained earnings 
Balance at beginning of year (1) 7,495 6,803 5,719 4,825 4,194 3,476 2,839 3,041 3,421 2,893 2,361 
Net income 2,208 1,725 1,772 1,654 1,330 1,258 1,169 300 107 983 965 
Dividends — preferred (134) (157) (145) (131) (144) (164) (168) (154) (123) (103) (96) 
common (689) (588) (543) (469) (418) (371) (364) (364) (361) (352) (337) 
Premium paid on common 
shares purchased (562) (281) - (160) (136) - - - - = - 
Issuance costs (4) (7) - - (1) (5) - - (3) - - 
Balance at end of year 8,314 7,495 6,803 5,719 4,825 4,194 3,476 2,823 3,041 3,421 2,893 


Accumulated other 
comprehensive income 

Unrealized gains and 
losses on available for 
sale securities (2) (56) (85) 56 283 349 126 

Unrealized foreign 
currency translation 
gains and losses (36) (38) (34) (29) (23) (20) (12) (16) (15) (19) (16) 


(92) (123) 22 254 326 106 (12) (16) (15) (19) (16) 


Shareholders’ equity at end of year Suetseo7 $° 12:408) ($) 11/858: ($ 101635. - $$ 9s750' S$ 9470 $ 8/605 $ 77930 $ 7/506 $ 7762 $ G6GA54 


Comprehensive income 
Net income Sues: $ 8iP725, $ Bli772) -$ e654, $ S30, S$ B17258. $, mpie9, §$ 300 $ 1OZeS 983 $ 965 
Change in unrealized gains 
and losses on available for 
sale securities, net of hedging 
activities and related 
income taxes (2) 29 (141) (227) (66) 223 126 
Change in unrealized foreign 
currency translation gains 
and losses, net of hedging 
activities and related 
income taxes (2) 2 (4) (5) (6) (3) (8) 4 (1) 4 (3) 3 


Total comprehensive income $ee2izso; $ W580 $ B540 $582) $ 1850 $ 1876 $$ la73 $ 20S ees 980 $ 968 


(1) Retained earnings at the beginning of 1994 was increased by $16 million as a result of the adoption of FAS 109, Accounting for Income Taxes. 
(2) Effective 1995, the bank adopted FAS 115, Accounting for Certain Investments in Debt and Equity Securities. 
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Risk Profile 


As at October 31 


(C$ millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 
Nonaccrual loans 
Beginning of year $ 1,704 $ 2,001 $ 1,819 $ 2,376 $ 2,944 $ 4,424 $ 7,582 $ 7,056 $ 3,924 $ 4,203 $ 3,516 
Net additions (reductions) 813 743 628 81 384 (255) (1,128) 1,643 3,639 909 1,822 
Charge-offs and adjustments (839) (1,040) (446) (638) (952) (1,225) (2,030) (1,117) (507) (1,188) (1,135) 
End of year $ 1,678 $ 1,704 $ 2,001 $ 1,819 $ 2,376 $ 2,944 §$ 4,424 $ 7,582 $ 7,056 $ 3,924 $ 4,203 
As a % of loans 
(including acceptances) 1.0% 1.1% 1.3% 1.2% 1.8% 2.4% 3.7% 6.2% 6.5% 3.7% 4.0% 
Allowance for credit losses 
Allocated specific $ 747 $ 786 $ 1,176 $ 932 $ 1,091 $ 1,439 $ 1,962 $ 2,667 $ 1,867 $ 449 $ 451 
Allocated country risk 28 34 40 436 444 930 940 1,107 1,383 1,509 2,012 
Allocated general (1) 863 790 na. na. n.a. na. na. n.a. na. na. na. 
Total allocated (1) 1,638 1,610 n.a. na. na. na. na. na. na. na. n.a. 
Unallocated (1) 337 290 na. n.a. n.a. na. na. na. n.a. na. na. 
Total $ 1,975 $ 1,900 $ 2,066 $ 2,118 $ 2,235 $ 2,669 $ 3,202 $ 4,324 $ 3,575 § 1,958 $ 2,463 
Composition of allowance 
Allowance for loan losses $ 1,871 $ 1,884 $ 2,026 $ 1,769 $ 1,875 $ 2,003 $ 2,559 $ 4,255 $ 257555 1,958 $ 2,463 
Allowance for off-balance 
sheet and other items (2) 98 - = - - - - - = = = 
Allowance for tax-exempt 
securities 6 16 40 30 34 - = - - = = 
Allowance for country 
risk securities - - - 319 326 666 643 69 - - - 
Total $ 1,975 $ 1,900 $ 2,066 $ 2,118 $ Deikeley SS 2,669 $ 3,202 $ 4,324 $ 3,575 $ 1,958 $ 2,463 
Allowance for loan losses as a % of 
loans (including acceptances) 1.1% 1.2% 1.3% 1.2% 14% 1.6% 2.2% 3.5% 3.3% 1.8% 2.3% 
Allowance for loan losses as a % of 
loans (including acceptances) 
and reverse repos 1.0 ileal 1.1 Wl 1.3 1.6 Zid 3.4 Sup 1.8 Digs) 
Allowance for loan losses as a % of 
nonaccrual loans, excluding LDCs 112 112 103 94 fof: 60 52 52 41 18 25 
Provision for credit losses 
Allocated specific $ ay yes 530 $ iS: SS 330 $ 470 $ 580 $ 1,070 $ 1775 $ 2,025 $ ‘705 $ 420 
Allocated country risk - - (80) - (300) - - (250) (300) (100) - 
___ Allocated general (3) 73 na. n.a. na. na. na. na. na. n.a. n.a. n.a. 
Total allocated (3) 644 na. na. n.a. na. na. na. na. n.a. na. na. 
Unallocated (3) 47 na. na. n.a. na. na. na. na. n.a. n.a. na. 
Total $ 691 §$ 760 $ 5/5-$ 380 $ 570 $ 580 $ 820 $ 1,750 $ «2,050 $ 605 $ 420 
Allocated specific provisions 
as a % of average loans 
(including acceptances) .36% 34% 36% .23% 37% 48% 88% 1.64% 1.90% 67% 43% 
Allocated specific provisions 
as a % of average loans 
(including acceptances) : 
and reverse repos eB! 30 31 21 36 46 .84 1.60 1.90 .67 43 
Provision as a % of average 
loans (including acceptances) 43 AQ ot ot A5 A8 .67 1.61 1.93 Hew) 43 
Provision as a % of average 
loans (including acceptances) 
and reverse repos 38 43 oe 24 43 46 .65 1.58 13s 57 43 
Net charge-offs $ 677 $ 958 $ 692 $ 528 $ 1,001 $ 1,105 $ 1,979 $ 1,187 $ 547. $ 1,010 $ 1,000 
As a % of average loans 42% 62% 45% .37% 19% .91% 1.63% 1.09% 51% .96% 1.02% 


(1) The allocated general and the unallocated amounts totalled $850 million in 1998, $750 million in 1997, $700 million in 1996, $300 million in 1995, $300 million in 1994, $550 million 
in 1993, $325 million in 1992 and nil in 1991 and 1990. These were not separated into the allocated general and unallocated components. The amounts prior to 1999 do not include the 


allocated general allowance. 


(2) During 2000, the allowance for off-balance sheet and other items has been separated and reported under other liabilities. Previously, the amount was included in the allowance for loan losses. 
(3) The allocated general provision and the unallocated provision totalled $230 million in 1999, $100 million in 1998, $50 million in 1997, $400 million in 1996, nil in 1995, $(250) million 
in 1994, $225 million in 1993, $325 million in 1992 and nil in 1991 and 1990. These were not separated into the allocated general and unallocated components. 
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(C$ millions, 
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except per share amounts) 2000 1999 1998 1997 1996 995 1994 1993 1992 1991 1990 
Performance ratios 
Return on common equity 19.3% 15.3% 17.6% 18.3% 15.7% 16.2% 16.8% 2.4% (.3)% 15.5% 17.5% 
Return on common equity, 
cash basis (1) 20.2 £5.9 18.3 19.1 16.2 16.8 17.6 3.0 .0 15.8 17.9 
Return on assets 78 .64 .68 69 65 68 70 21 .08 76 19 
Return on assets 
after preferred dividends 73 58 .62 64 58 59 .60 .10 (.01) 68 71 
Net interest margin (2) 1.87 191 ibie}s) 2.10 2.28 2.49 2.72 2.88 2.93 2.95 2.97 
Non-interest revenue as a % 
of gross revenues 55.7 51.6 49.5 46.0 41.1 37.4 38.7 37.4 34.5 33.8 32.6 
Efficiency ratio (3) 63.6 67.1 64.5 65.1 65.1 63.9 63.1 67.4 64.3 62.5 61.9 
Average balances and year-end 
off-balance sheet data 
Averages 
Total assets (4) $ 284,100 $ 270,000 $ 261,500 $ 239,800 $ 205,200 $ 183,900 $ 166,700 $ 142,500$ 136,200 $ 130,100 $ 121,700 
Loans 159,957 155,635 154,954 142,349 126,849 121,069 121,741 108,562 106,376 105,231 98,414 
Deposits 196,066 184,796 178,688 166,249 147,391 136,686 133,550 114,835 108,609 102,847 95,758 
Common equity 10,725 10,268 9,255 8,303 7,543 6,749 5,964 6,052 6,313 5,693 4,965 
Total equity 12,703 12,481 11,227 10,044 9,488 8,942 8,233 8,116 7,938 6,913 6,089 
Assets under administration (5) 1,175,200 967,800 829,200 783,300 522,100 407,700 346,800 274,300 
Assets under management (5) 92,300 81,600 73,400 67,700 51,200 40,400 39,100 33,100 
Capital ratios (Cdn) (6) 
Tier 1 capital S2rse67 $ 12026 $.. 105939 10}073 $ 9,037 $ 8,421 $ 7,660 $ 6,910 $ 6,740 $ 6,938 $ OelZ 
Total capital 19,044 16,698 16,480 14,705 12,069 11,913 11,525 10,941 10,483 10,686 8,525 
Total risk-adjusted assets 158,364 149,078 157,064 147,672 128,163 121,350 120,158 117,043 114,298 113,975 115,035 
Common equity/ 
risk-adjusted assets 7.3% 7.1% 6.2% 5.8% 6.0% 5.8% 5.3% 4.9% 5.2% 5.4% 4.6% 
Tier 1 capital ratio 8.6 8.1 74 6.8 7/0) 6.9 6.4 5.9 5.9 6.1 5.0 
Total capital ratio 12.0 11.2 10.5 10.0 9.4 9.8 9.6 9:3 9.2 9.4 7.4 
Capital ratios (U.S.) (7) 
Tier 1 capital $ 12,409 $ 11,334 $ 10,796 $ 9,556 $ 8,740 $ 8,612 $ 7,660 $ 6,910 $ 6,740 $¢$ 6,938 $ SHA 
Total capital 17,898 15,991 15,990 14,666 12,245 12,399 11,525 10,941 10,483 10,686 8,525 
Total risk-adjusted assets 158,594 149,537 157,720 149,392 128,804 120,593 120,158 117,043 114,298 113,975 115,035 
Common equity/ 
risk-adjusted assets 7.2% 7.0% 6.1% 5.8% 6.0% 5.9% 5.3% 4.9% 5.2% 5.4% 4.6% 
Tier 1 capital ratio 7.8 7.6 6.8 6.4 6.8 ieeil 6.4 5.9 5.9 6.1 5.0 
Total capital ratio 11.3 10.7 10.1 9.8 9.5 10.3 9.6 9.3 9.2 9.4 7.4 
Common share information (8) 
Shares outstanding (in thousands) 
As at October 31 602,398 617,768 617,581 616,671 621,059 628,310 628,310 628,310 628,310 612,920 586,535 
Average basic 606,389 626,158 617,324 617,812 628,242 628,310 628,310 628,310 621,086 603,614 580,486 
Average fully diluted 609,865 632,305 633,626 632,052 628,242 628,310 628,310 628,310 621,086 606,530 591,890 
Dividends per share $ 1.14 $ 0.94 $ 0.88 $ 0.76 $ 0.67 $ 0.59 $ 0.58 $ 0.58 $ 0.58 $ 0.58 $ 0.58 
Book value per share 18.75 16.89 15.78 14.40 12.92 11.47 10.14 9.10 9.44 9.99 9.08 
Share price — High (9) 48.88 42.13 46.10 38.23 22.20 15.69 - 15,94 14.44 14.50 13.75 12.85 
Low (9) 27.25 29.65 28.75 22.00 14.88 12.94 T2I5 i, 11.00 10.75 10.25 9.88 
Close (9) 48.30 suleys! 35:55: 37.68 22.15 15.07 14.19 13.63 12.07 13.50 10.38 
Price/earnings multiple (10) 11.2 14.4 14.5 12.4 9.8 8.2 8.9 - - 8.2 7.7 
Dividend yield (11) 3.0% 2.6% 2.4% 2.5% 3.6% 4.1% 4.1% 4.6% 4.6% 4.8% 5.1% 
Dividend payout ratio (12) 33 37 33 31 35 34 36 - - 40 39 
Other information 
Number of employees (13) 49,232 51,891 51,776 48,816 46,205 49,011 49,208 52,745 49,628 50,547 50,106 
Automated banking machines 4,569 4,585 4,317 4,248 4,215 4,079 3,948 3,981 3,828 3,651 3,142 
Service delivery units 
Canada 1,333 1,410 1,422 1,453 1,493 L577. 1,596 L731 1,661 1,645 1,617 
International (14) 306 99 106 105 103 105 97 95 83 102 48 
Total 1,639 1,509 1,528 1,558 1,596 1,682 1,693 1,826 1,744 1,747 1,665 


Return on common equity, cash basis, is computed by adding back to net income the after-tax amount of amortization of goodwill and other intangibles. 


(2) Net interest income as a percentage of average assets. 

(3) — Non-interest expenses as a percentage of taxable equivalent net interest income and non-interest revenue. 

(4) _ As the information is not reasonably determinable, amounts for years prior to 1995 have not been restated to reflect the presentation of derivative-related amounts on a gross basis. 
(5) | Amounts prior to 1996 are as at September 30. Assets under administration and assets under management balances were not reported prior to 1993. 

(6) — Using guidelines issued by the Superintendent of Financial Institutions Canada and Canadian GAAP financial information. 

(7) Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information. 

(8) | On October 5, 2000, the bank paid a stock dividend of one Common Share on each of its issued and outstanding Common Shares. The effect is the same as a two-for-one share split. 


All Common Share information has been restated to reflect this stock dividend. 


9) — High and low price of Common Shares traded on The Toronto Stock Exchange during the year and the closing price on the last trading day of October. 


Dividends per Common Share divided by the average of high and low share price. 


On a full-time equivalent basis. 


Common dividends as a percentage of net income after preferred dividends. The ratios for 1993 and 1992 are not meaningful. 


International service delivery units since 1991 include (in addition to branches) representative offices, agencies and subsidiaries. 


Average of high and low Common Share price divided by fully diluted earnings per share. The multiples for 1993 and 1992 are not meaningful. 
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2000 1999 
(C$ millions, except per share amounts; taxable equivalent basis) Q4 Q3 Q2 Ql Q4 Q3 Q2 Ql 
Statement of income 
Net interest income $ 1,381 $ 1,300 $ 1,346 $ 1,280 $ 1,344 $ 1,283 $ 1,252. $ 1,273 
Provision for credit losses (174) (172) (172) (173) (235) (175) (175) (175) 
Non-interest revenue 1,720 1,711 ihrAW/ 1,532 1,520 1,357 1,306 1,308 
Non-interest expenses (2,022) (1,914) (1,911) (1,781) (1,892) (1,722) (1,695) (1,832) 
Income taxes (323) (360) (416) (341) (256) (289) (254) (210) 
Non-controlling interest (14) (2) (2) (2) (2) (2) (2) (2) 
Net income $ 568 $ 563 $ 562 $ 515 $¢$ 479 $ 452 $ 432 $ 362 
Earnings per share 
Basic $ 0.89 $ 0.87 $ 0.87 $ 0.79 $ 0.70 $ 0.65 $ 0.63 $ 0.52 
Fully diluted 0.88 0.87 0.87 0.78 0.70 0.65 0.62 0.51 
Cash basis, basic (1) 0.93 0.92 0.90 0.82 0.73 0.68 0.66 0.54 
Cash basis, fully diluted (1) 0.92 0.91 0.90 0.81 0.73 0.68 0.65 0.54 
Performance ratios 
Return on common equity 19.2% 19.5% 20.3% 18.4% 16.6% 15.6% 15.8% 12.9% 
Return on common equity, cash basis (1) 20.1 20.3 21.1 19.1 dN 7AeS) 16.3 16.5 13.6 
Return on assets 77 79 82 74 69 .66 68 aS 
Return on assets after preferred dividends ame 74 78 69 63 .60 62 48 
Net interest margin 1.87 1.81 1.95 1.84 1.94 1.86 1.96 1.87 
Non-interest revenue as a % of gross revenues 55.5 56.8 56.1 54.5 53.1 51.4 Slik 50.7 
Efficiency ratio 65.2 63.6 62.4 63.3 66.1 65.2 66.3 71.0 
Balance sheet 
Assets 
Cash resources and securities $ 79,869 $ 78,792 $ 72,605 $ 71,619 $ 75,778 $ 72,187 $ 65,981 $ 63,788 
Reverse repurchase agreements 18,303 15,100 19,419 15,284 20,272 25,452 22,395 17,461 
Residential mortgages 62,984 62,588 60,999 60,035 59,242 59,959 58,729 Seb 53 
Personal loans 28,019 27,220 26,802 26,213 25,255 24,369 24,193 23,209 
Credit card loans 4,666 4,224 3,270 2,690 2,666 2,193 2,206 2,058 
Business and government loans 72,143 69,492 70,974 68,694 66,887 68,876 69,501 73,018 
Allowance for loan losses (1,871) (1,845) (1,869) (1,937) (1,884) (1,940) (1,850) (2,153) 
Other assets 29,941 25,144 27,837 29,296 25,082 27,652 26,158 31,900 


Liabilities and shareholders’ equity 


$ 294,054 $ 280,715 $ 280,037 $ 271,894 $ 273,298 $ 278,748 $ 267,313 $ 266,834 


Deposits — Canada $ 138,124 $ 135,830 $ 135,472 $ 131,025 $ 129,306 $ 129,036 $ 123,290 $ 123,482 
Deposits — International 68,113 64,237 63,517 61,235 58,591 61,424 60,207 56,231 
Other liabilities 67,992 61,973 63,216 62,037 68,294 70,625 66,648 70,491 
Subordinated debentures 5,825 5,091 5,104 5,072 4,596 4,678 4,631 4,332 
Non-controlling interest in subsidiaries 703 690 39 103 103 103 102 102 
Total equity 13,297 12,894 12,689 12,422 12,408 12,882 12,435 12,196 
$ 294,054 $ 280,715 $ 280,037 $ 271,894 $ 273,298 $ 278,748 $ 267,313 $ 266,834 
Selected average balances and off-balance sheet data 
Averages 
Total assets $ 294,400 $ 285,100 $ 280,900 $ 276,400 $ 274,900 $ 273,300 $ 261,700 $ 269,900 
Loans 164,882 162,273 158,550 154,086 154,938 155,580 154,929 157,540 
Deposits 204,362 197,471 190,649 191,966 189,334 185,639 182,092 182,031 
Common equity 11,092 10,806 10,589 10,428 10,466 10,433 10,222 WS77 
Total equity 13,115 12,823 12,590 12,438 12,790 12,696 12,346 Tas 
Assets under administration 1,175,200 1,147,400 1,099,400 1,027,300 967,800 927,600 893,800 861,600 
Assets under management 92,300 95,200 94,000 86,400 81,600 81,400 79,300 77,200 
Provision for credit losses ; 
Allocated specific $ 134 $ 172 $ 132 $ 133 $ 5S 175 $ 175 $ 175 
Allocated general (2) 8 - 35 30 na. na. n.a. n.a. 
Total allocated (2) 142 172 167 163 n.a. n.a. n.a. n.a. 
Unallocated (2) 32 - 5 10 n.a. na. na. n.a. 
Total $ 174 $ 172 $ 172 $ 173 $ 235 $ 175 $ 175 $ 175 
Nonaccrual loans as a % of loans (including acceptances) 1.00% 1.06% 1.03% 1.02% 1.11% 1.21% 1.12% 1.27% 
Capital ratios (Canadian basis) 
Common equity/risk-adjusted assets 7.3% 7.2% 7.1% 7.1% 7.1% 7.1% 7.0% 6.8% 
Tier 1 8.6 8.5 8.0 8.1 8.1 8.4 8.1 79 
Total 12.0 11.5 LA 11.4 11.2 11.6 11.4 11.3 
Capital ratios (U.S. basis) 
Common equity/risk-adjusted assets 7.2% 7.1% 7.0% 7.0% 7.0% 7.0% 7.0% 6.7% 
Tier 1 7.8 7.9 7.4 7.6 7.6 VE [63 73 
Total 11.3 10.9 10.5 10.9 10.7 Wl 11.0 10.9 
Common share information 
Shares outstanding (in thousands) 
End of period 602,398 601,628 604,723 608,783 617,768 626,292 627,805 627,325 
Average basic 602,108 602,494 608,285 612,708 622,471 627,532 627, 55% 627,137 
Average fully diluted 606,710 605,833 611,114 618,111 627,895 633,174 633,855 633,595 
Dividends per share $ 0.30 $ 0.30 $ 0.27 $ 0.27 $ 0.24 $ 0.24 $ 0:23; $ 0.23 
Book value per share 18.75 18.14 17.71 17.19 16.89 16.76 16.51 16.10 
Share price — High 48.88 41.13 38.25 34.70 33:95 36.25 40.35 42.13 
Low 39.17 34.40 28.38 27.25 29.65 31.40 34.23 32.65 
Close 48.30 39.65 34.95 29.53 Sis 32.63 35.55 39.05 
Dividend yield 2.7% 3.2% 3.2% 3.5% 3.0% 2.8% 2.5% 2.5% 
Dividend payout ratio 34 34 a1 34 34 37 37 45 


(1) Cash basis return on common equity, earnings per share and fully diluted earnings per share are computed by adding back the after-tax amount of amortization of goodwill and other intangibles. 
(2) The allocated general provision and the unallocated provision totalled $230 million in Q4/1999, and nil in Q3/1999, Q2/1999 and Q1/1999. These were not separated into the allocated 


general and unallocated components. 


U.S. GAAP — Royal Bank of Canada 82 


inancial Review 
Canadian GAAP 


Caution Regarding Forward-Looking Statements 

Royal Bank of Canada, from time to time, makes written and oral forward- 
looking statements, included in this Annual Report, in other filings with 
Canadian regulators or the U.S. Securities and Exchange Commission, in 
reports to shareholders and in other communications, which are made 
pursuant to the “safe harbor” provisions of the United States Private 
Securities Litigation Reform Act of 1995. These forward-looking state- 
ments include, among others, statements with respect to the bank’s 
objectives for 2001, and the medium term, and strategies to achieve 
those objectives, as well as statements with respect to the bank’s 
beliefs, plans, expectations, anticipations, estimates and intentions. 
The words “may,” “could,” “should,” “would,” “suspect,” “outlook,” 
“believe,” “anticipate,” “estimate,” “expect,” “intend,” “plan,” and 
words and expressions of similar import are intended to identify forward- 
looking statements. 


nb 


By their very nature, forward-looking statements involve inherent risks and 
uncertainties, both general and specific, and risks exist that predictions, 
forecasts, projections and other forward-looking statements will not be 
achieved. The bank cautions readers not to place undue reliance on 
these statements as a number of important factors could cause actual 
results to differ materially from the plans, objectives, expectations, esti- 
mates and intentions expressed in such forward-looking statements. 
These factors include, but are not limited to, the strength of the 
Canadian economy in general and the strength of the local economies 


Management’s Discussion and Analysis —_ 22a 
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within Canada in which the bank conducts operations; the strength of 
the United States economy and the economies of other nations in which 
the bank conducts significant operations; the effects of changes In mon- 
etary and fiscal policy, including changes in interest rate policies of the 
Bank of Canada and the Board of Governors of the Federal Reserve 
System in the United States; changes in trade policy; the effects of com- 
petition in the markets in which the bank operates; inflation; capital 
market and currency market fluctuations; the timely development and 
introduction of new products and services by the bank in receptive mar- 
kets; the impact of changes in the laws and regulations regulating 
financial services (including banking, insurance and securities); changes 
in tax laws; technological changes; the ability of the bank to complete 
strategic acquisitions and to integrate acquisitions; unexpected judicial 
or regulatory proceedings; unexpected changes in consumer spending 
and saving habits; and the bank’s anticipation of and success in manag- 
ing the risks implicated by the foregoing. 


The bank cautions that the foregoing list of important factors is not 
exhaustive. When relying on forward-looking statements to make deci- 
sions with respect to the bank, investors and others should carefully 
consider the foregoing factors and other uncertainties and potential 
events. The bank does not undertake to update any forward-looking 
statement, whether written or oral, that may be made from time to time 
by or on behalf of the bank. 


Management’s Discussion and Analysis 


Overview 

Management evaluates the bank’s performance on a core basis (i.e., 
excluding one-time items) as well as on a reported basis (i.e., as reported 
in its consolidated financial statements on pages 53A to 77A). One-time 
items are viewed by management as transactions that are not part of 
normal day-to-day business operations or are unusual in nature, 


Highlights 


thereby obscuring management’s analysis of trends. There were some 
one-time items in 1999 (shown in Table 4 on page 24A), but no signifi- 
cant one-time items in 2000. Throughout management’s discussion and 
analysis, comparisons to 1999 will be based on core 1999 numbers. 


e Fully diluted earnings per share of $3.47, up 30% from 1999 


e Economic Profit of $767 million, up 101% 
e Revenues of $12.0 billion, up 14% 


e Other income 56% of total revenues, up from 51% in 1999 

e Non-interest expenses of $7.6 billion, up 10%, and base non-interest expenses of $5.5 billion, down 1% 

e Gross impaired loans down $26 million and total provision for credit losses down $69 million or 9% from tae 
e Total allowance for credit losses up $75 million to $1,975 million ’ : 

e Repurchase of 19.7 million common shares for $660 million 

e Capital ratios up and common share dividends of $1.14 per share, up 21% 


e International net income 30% of total net income 


Financial Priorities 

Revenue Growth and Diversification 

In 2000, revenues increased 14%, substantially higher than the bank’s 
objective of growth in the mid-single digits. Net interest income increased 
3% and other income was 25% higher. 


Cost Control 

The efficiency ratio was 63.0% in 2000 versus 65.2% in 1999, and the 
operating efficiency ratio (i.e., excluding costs and revenues of strategic 
initiatives, costs of Stock Appreciation Rights and one-time expenses and 
revenues) improved to 60.0% from 64.0%. The bank took $580 mil- 
lion out of its cost base by the end of 2000, as detailed on page 34A, 
and reached an operating efficiency ratio of 59.5% in the fourth quarter 
of 2000 — in line with stated objectives. 


Strong Credit Quality 


Gross impaired loans decreased by $26 million from last year. The provi- 
sion for credit losses was $691 million, down from $760 million in 1999. 


Table 1: Earnings by Geographic Segment 


The allowance for credit losses was $1,975 million at October 31, 2000, 
up $75 million from 1999. During the year, net write-offs (write-offs, 
net of recoveries) were $677 million or .38% of average loans and 
acceptances, versus $958 million or .55% in 1999. During 1999, the 
bank had accelerated the rate of writing off problem corporate loans to 
be consistent with U.S. practice, while still adhering to Canadian GAAP. 


Balance Sheet and Capital Management 

Using the guidelines provided by the Superintendent of Financial 
Institutions Canada and Canadian GAAP financial information, the Tier 1 
capital ratio was 8.6%, up from 8.1% a year ago. The Total capital ratio 
was 12.0%, up from 11.2%. Both ratios met the bank’s medium-term 
(3-5 year) capital ratio goals of 8% for Tier 1 capital and 11-12% for 
Total capital. 


2000 1999 

($ millions, taxable equivalent basis) Canada International Total Canada International Total 
Net interest income $ 4,796 Diteesewoson $ AA05 § 750 .$ 5,155 
Other income 5,311 1,421 6,732 4,284 1,196 5,480 
Gross revenues 10,107 1,932 12,039 8,689 1,946 10,635 
Provision for credit losses 703 (12) 691 672 88 760 
Non-interest expenses 6,423 1,158 7,581 5,973 1,087 7,060 
Income taxes (1) 1,387 106 1,493 895 163 1,058 
Net income $ 1,594 680 $ 2,274 $ 1149 §$ 608 $ 1,757 
Core net income (2) $ 1,594 680°-"$" 2274 $ 1235 «S$ 624 8S 1,859 
(1) Includes non-controlling interest and taxable equivalent adjustment. 


(2) Excludes one-time items in 1999, which are described in Table 4 on page 24A. 
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Economic Profit 

The bank measures the Economic Profit of its businesses, in addition to 

using a variety of other traditional measures, such as return on common 

equity and growth in earnings. Economic Profit measures each business 

segment’s cash operating earnings after providing for the cost of capital 
committed to the segment. 

Cash operating earnings is net income available to common share- 
holders (i.e., excluding the impact of one-time items and amortization of 
goodwill and other intangibles). The equity capital charge is derived by 
applying the cost of common equity to the amount of average common 
equity. The current cost of common equity is 13.5% and is manage- 
ment’s proxy for the after-tax return required by shareholders for the use 
of their capital. 

To create shareholder value, one must generate cash operating 
earnings in excess of the equity capital charge. Positive Economic Profit 
adds to shareholder value while negative Economic Profit destroys share- 
holder value. 

Economic Profit measures changes in value created for the share- 
holders over time, and is an effective planning tool to focus attention 
on shareholder value growth opportunities. The objectives are to: 

e Increase cash operating earnings without tying up more capital 

e _ Target investments in projects that yield positive economic returns 

° Improve overall efficiency of invested capital through re-allocation 
from less efficient uses 

e Improve the risk-return profiles of the lines of business 


Table 2: Economic Profit (1) 


Management's Discussion and Analysis 


Economic Profit strengthens risk management discipline, as business 
segments are attributed cost of capital based on their credit, market, 
operational and other risks. This discipline has resulted in controlled 
growth and returns commensurate with risks. Furthermore, Economic 
Profit encourages the allocation of more capital to stronger performing 
businesses, and less capital to businesses that are weaker performers. 

As shown in Table 2 below, the bank had record Economic Profit in 
2000, resulting from cash operating earnings growing at a much 
faster rate than average common equity. Economic Profit in 2000 was 
$767 million, up $385 million or 101% from $382 million in 1999. 
Business segment contributions were $469 million from Personal & 
Commercial Financial Services (1999 — $318 million), $313 million 
from Wealth Management (1999 — $220 million), $197 million from 
Corporate & Investment Banking (1999 — $140 million) and $82 million 
from Transaction Processing (1999 — $60 million). The Economic Profit 
amounts for the business segments appear in Table 3 on page 24A. 


($ millions) 2000 1999 1998 1997 1996 
Net income available to common shareholders (2) Sowa $1,600" Se 679" $1 548 9 $1 286 
Adjustment for one-time items : - 102 3 - - 
Adjustment for amortization of goodwill and other intangibles 87 66 62 59 38 
Cash operating earnings 2,227 1,768 1,744 1,607 1,324 
Capital charge (1,460) (1,386) (1,229) (1,160) (1,061) 
Economic Profit 767 = $ B82, §$ 515 = §$ AD jeme > 263 
Economic Profit growth 101% (26)% 15% 70% - 
Average common equity $106814 $ 10,264 $ 9,107 $= 8/003*~ $°° °7,320 
Cost of common equity 13.5% 13.5% i356 14.5% 14.5% 


(1) Economic Profit is cash operating earnings (i.e., net income available to common shareholders excluding the impact of one-time items and amortization of goodwill and other intangibles) less a 


charge for the cost of common equity employed. 
(2) Net income less preferred share dividends. 


Line of Business Results 

Overview 

Table 3 on page 24A shows the bank’s results by business segment in 
2000. Results for 1999 are shown both before and after the impact of 
one-time items (shown in Table 4 on page 24A). There were no one-time 
items in 2000. The discussion below and on pages 244A to 28A refers to 
core amounts (i.e., excluding one-time items) for 1999. 

Personal & Commercial Financial Services generated 56% of the 
bank’s net income in 2000 and produced a return on common equity of 
22.1%. A substantial contributor to the bank’s successful cost-saving 
initiatives, this segment achieved an efficiency ratio of 58.4% and an 
operating efficiency ratio of 56.3%, improvements of 500 basis points 
and 590 basis points, respectively, from 1999. 

Wealth Management generated 18% of the bank’s net income. The 
segment’s 48.2% return on common equity reflects relatively low capital 
requirements due to its largely fee-based business. The efficiency ratio 
was 73.6%, while the operating efficiency ratio was 70.9%. 

Corporate & Investment Banking generated 22% of the bank’s net 
income. Return on common equity was 21.1%, while the efficiency ratio 
was 62.0% and the operating efficiency ratio was 57.5%. 


Transaction Processing, a newly created segment in 2000, gener- 
ated 6% of the bank’s net income. Return on common equity was 
32.2%, while the efficiency ratio was 68.1% and the operating efficiency 
ratio was 68.0%. 

Other largely comprises Corporate Treasury (which manages the 
bank’s market risk position of the non-trading businesses), Systems & 
Technology and Real Estate Operations. In 2000, this segment recorded 
a net loss of $45 million. 

The bank allocates capital to its business segments based on their 
credit, market, operational and other risks. The four operating segments’ 
returns on common equity in 2000 were negatively impacted by the 
re-allocation of approximately $1.1 billion of common equity during the 
first quarter from the Other segment to the four business segments to 
underpin operational and business risks. Approximately $400 million was 
re-allocated to Personal & Commercial Financial Services, $250 million 
to Wealth Management, $450 million to Corporate & Investment 
Banking and $50 million to Transaction Processing. 
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Management's Discussion and Analysis 


Table 3: Results by Business Segment 


2000 1999 
Personal & 
Commercial Corporate & 
Financial Wealth Investment Transaction 

($ millions, taxable equivalent basis) Services Management Banking Processing Other (1) Total Core (2) Reported 
Net interest income $ 4,789 $ 359 $ 43 $ 160 $ 4) 3 S07, $ 5,155 $$ 5,155 
Other income 1,769 ~ 2,138 2,287 5140 24e eee Tse DOTS 5,480 
Gross revenues 6,558 2,497 2,330 674 (20) 12,039 10,530 10,635 
Provision for credit losses 649 (1) 91 (21) (27) 691 670 760 
Non-interest expenses 3,833 1,838 1,445 459 (Meza 7,581 6,866 7,060 
Income taxes 803 244 265 102 Sieve 1,445 1,092 1,015 
Non-controlling interest and Siok hey ; 

taxable equivalent adjustment 12 —_ 21 Sons 15 48 43 43 
Net income (loss) $2-1,261 --$ -- 416..0$ 508 §$ 134. «$ (45)- $2274 $. 1,859. -$ 1,757 
Net income (loss) as a % of A : ee 

total bank net income 56% 18% 22% 6% (2)% = —~:100% 100% 100% 
Net income growth over prior year 28% — 49% 32% 25% n.a. 22% 2% (4)% 
Fully diluted earnings per share SS pe ey RS 2.66 $ 2.51 
Economic Profit (3) 469 318. 2) 497 [ B2 gGay 8 76 382 382 
Return on common equity 22.1% . 48.2% 21.1% 82.2% | (20) = 197A 16.6% 15.6% 
Efficiency ratio (4) 58.4% 73.6% 62.0% 68.1%) ona.) 2 6320% 65.2% 66.4% 
Operating efficiency ratio (5) 56.3% 70.9% 875%. | 68.0%. os ses i 260.0% 64.0% 64.0% 
Other income as a % of Coe a oe, NG Sear eae 

gross revenues 27% 86% 98% 76% n.a. _ 96% 51% 52% 
Average assets $131,800 $ 8,000 $131,900 $ 1,600 $ 8600 $281,900 $269,900 $269,900 
Average loans and ; 

bankers’ acceptances 125,600 2,600 53,000 1,200 (2,600) 179,800 175,600 175,600 
Average deposits 98,900 14,400 61,900 7,600 11,000 193,800 184,800 184,800 
Average common equity 5,400 800 2,300 400 1,900 10,800 10,300 10,300 


(1) | The Other segment comprises mainly Corporate Treasury, Systems & Technology and Real Estate Operations. 

(2) Core results exclude one-time items detailed in Table 4 below. There were no one-time items in 2000. 

(3) Economic Profit is defined as cash operating earnings (i.e., net income available to common shareholders excluding the impact of one-time items and amortization of goodwill and other intangibles) 
less a charge for the cost of common equity employed. 

(4)  Non-interest expenses as a percentage of gross revenues. 

(5) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, costs of Stock Appreciation Rights and one-time expenses and revenues. 


Table 4: One-Time Items Affecting Business Segment Results in 1999 (1) 


Personal & 
Commercial Corporate & 
Financial Investment 

($ millions, taxable equivalent basis) Services Banking Other Total 
Other income 
Gain on sale of securities (2) $ 2B aesh - § - 9©§ 28 
Gain on sale of real estate - - 95 95 
Writedown of MECA & Integrion (3) - - (18) (18) 

28 - TT} 105 
Provision for credit losses 
General unallocated (4) (35) (55) - (90) 

(35) (55) = (90) 
Non-interest expenses 
Restructuring costs (50) (83) (20) (153) 
Merger costs (5) - - (36) (36) 
Expenses related to the sale of real estate - - (5) (5) 

(50) (83) (61) (194) 
Total impact (pre-tax) (57) (138) 16 (179) 
Total impact (after-tax) $ (33). S$ (78) $ OF aS (102) 
Impact on fully diluted earnings per share $ (0.15) 


(1) There were no one-time items in Wealth Management or Transaction Processing in 1999 and no one-time items at all in 2000. 

(2) Related to shares received in satisfaction of a loan previously written off. 

(3)  Writedowns of investment in MECA Software LLC and Integrion Financial Network LLC following the decision to migrate PC banking customers to the Internet. 
(4) Recorded to allow for imperfections in models and in estimating risk. 

(5) Related to the proposed merger with Bank of Montreal, which was denied by the Minister of Finance in December 1998. 
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Personal & Commercial Financial Services 

Overview 

Personal & Commercial Financial Service’s net income was up 28% from 
a year ago. 

Revenues were up 10%, with increases in all businesses, while non- 
interest expenses were relatively unchanged due to a highly effective cost- 
reduction program, resulting in an improvement in the efficiency ratio of 
500 basis points from 1999. The operating efficiency ratio (i.e., exclud- 
ing expenses and revenues of strategic initiatives, costs of Stock 
Appreciation Rights and one-time expenses and revenues) improved by 
590 basis points from 1999 to 56.3%. 

The 20% increase in the provision for credit losses was largely due 
to higher provisions for consumer loans. 

Economic Profit was $469 million, an increase of 47% over 1999. 

Return on common equity was 22.1%, up from 20.6% last year. 


Financial Performance by Business 

Personal & Commercial Banking 

e Solid revenue growth of 6% and strong volume growth 

e Market leader in Canada in mortgages (15.3% market share) and 
second in personal lending (16.3%) and personal deposits (15.7%) 

e _ Leadership position maintained in business financing (14.0% mar- 
ket share) and business deposits (21.2%) 


Card Services” 
e — Strong volume giowth and effective cost-containment initiatives led 
the business to 15% earnings growth this year : 
e The Bank One acquisition added over 200,000 new accounts and 
an additional 25 affinity partners, bringing the number to over 50 


Insurance 

e Insurance net income was up 43%, partially from the release of 
actuarial reserves in 2000 

e —_ Total gross insurance premiums grew 35% over 1999, reflecting the 
acquired Canadian individual life insurance and annuity business of 
Prudential of America, and significant volume increases in home & 
auto as well as property & casualty reinsurance 

e Strong growth target of $2.5 billion in annual gross premiums 
within five years 

° Ranked in the world’s top 50 reinsurers, based on net reinsurance 
premiums written (No. 57 in 1999), with a growing presence in the 
life retrocession, property & casualty and structured reinsurance 
businesses 


Emerging Businesses (includes Prism Financial Corporation, Royal Bank 

Ventures Inc. and Security First Network Bank) 

e — Solid growth in Security First Network Bank’s number of accounts 

* Prism Financial Corporation originated $4.9 billion of mortgages 
since the acquisition in early April 2000 

e Number of Canadian online clients, which more than doubled in 
2000 over 1999, is again expected to significantly increase in 2001 

e —_ Expansion in the U.S. is creating new opportunities for cross-selling 
products and services among member companies 


Management's Discussion and Analysis 


Core Results (1) 


($ millions, taxable equivalent basis) % change 2000 1999 
Net interest income 7% mages $ 4,457 
Other income ils 1,769 1,508 
Gross revenues 10 6,558 5,965 
Provision for credit losses 

Specific provision 33 539 405 

General provision (19) Rae LO 135 

Total provision 20 649 540 
Non-interest expenses 1 3,833 3,782 
Net income before income taxes 26 2,076 1,643 
Income taxes 2s, 803 642 
Non-controlling interest and 

taxable equivalent adjustment = Sidi 12 
Net income 28% $261 $ 989 
Net income as a % of 
total bank net income 300 bp 56% 53% 

Economic Profit A7% $ 469 $ 318 
Return on common equity 150 bp 22.1% 20.6% 
Efficiency ratio (500)bp 58.4% 63.4% 
Operating efficiency ratio (2) (590)bp 56.3% 62.2% 
Average assets 6% $ 131,800 $ 123,800 
Average loans and acceptances 6 125,600 118,400 
Average deposits 5 98,900 94,600 
Average common equity 20 5,400 4,500 


(1) Excluding one-time items in 1999 detailed in Table 4 on page 24A. 
There were no one-time items in 2000, 

(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues. 


($ millions) % change 2000 1999 
Gross revenues 6% $ 5,094 $ 4,801 
Average residential mortgages 6 62,850 59,300 
Average personal loans 9 23,600 21,600 
Average personal deposits 1 72,500 71,600 
Average business loans 6 36,800 34,750 
Average business deposits 14 22,300 19,500 
($ millions, transactions in millions) % change 2000 1999 
Average managed assets See 5,307S- 4 770 
Card spending volumes 8 25,299 23,350 
Merchant spending volumes 13 23,026 20,346 
No. of merchant debit transactions 22 429 351 
($ millions) % change 2000 1999 
Gross insurance premiums 
Life 32% $ 912 $ 693 
Non-life 44 286 198 
Other 233 10 3 
Total 35% $ 1,208 $ 894 
Net income after tax 
Life 51% $ 145 $ 96 
Non-life (167) (16) (6) 
Other 50 3 2 
Total 43% $ 132 $ 92 
% change 2000 E999 
Security First Network Bank’s 
No. of accounts 38% 55,400 40,200 
Prism Financial Corporation 
mortgage originations (¢ billions) n.a. $ 4.9 n.a. 
Canadian online clients 139 1,264,400 530,000 
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Management's Discussion and Analysis 


Wealth Management 

Overview 

Royal Investment Services’ net income increased by 49% over 1999, 
reflecting strong performances from Royal Bank Action Direct (self- 
directed brokerage), Private Client Division (full-service brokerage), 
Royal Financial Planning and Global Private Banking. The segment’s con- 
tribution to the bank’s net income increased to 18% from 15% in 1999. 
Return on common equity declined to 48.2% due to the higher alloca- 
tion of capital for operational and other risks, described on page 23A. 

Revenue growth exceeded expense growth, resulting in a substan- 
tial improvement in the efficiency ratio. The operating efficiency ratio 
improved by 720 basis points from 1999 to 70.9%. 

Economic Profit was $313 million, up 42% over 1999. 

Assets under administration (AUA) were up 21% as a result of double- 
digit percentage growth in Royal Bank Action Direct, Private Client 
Division and Global Private Banking. 

Assets under management (AUM) were up 13%, with particularly 
strong growth in personal assets under management. 


Financial Performance by Business 

Royal Bank Action Direct 

e As a result of strong capital markets, especially in the first half of 
the year, Royal Bank Action Direct experienced significant busi- 
ness growth in Canada with trade volumes up 125%, number of 
accounts up 34% and electronic trading volumes up 196% over 
last year. AUA grew 49% over 1999 to $14.5 billion and revenues 
were up 89% 


Private Client Division 

e In the full-service brokerage division, AUA were up 21% and rev- 
enues increased 25% over 1999. Fee-based assets (assets that 
generate fees based on a percentage of the assets, rather than 
transaction-based commissions) represented 14% of total AUA, 
up from 11% in 1999 


Royal Financial Planning (formerly Personal Wealth Management) 

° Royal Financial Planning, in conjunction with Personal & Commer- 
cial Banking, continued to expand the Personal Financial Advisor 
program — a new relationship management value proposition for a 
segment of affluent clients in the Royal Bank and Royal Trust 
branch networks 


RBC Private Counsel 

° Formed in the first quarter of this year to provide a solution-based 
focus to the global investment counsel needs of domestic clients 
requiring discretionary investment services 


Global Private Banking 

e Global Private Banking experienced 22% growth in combined per- 
sonal and institutional AUA and 27% growth in AUM, due in part to 
the Ernst & Young Channel Islands acquisitions. Revenues were up 
35% over 1999 


Investment Management and Personal Trust 

° Investment Management AUM and Personal Trust AUA were up 
13% and 9%, respectively, over 1999. Were it not for the transfer 
of assets to RBC Private Counsel in early 2000, Investment 
Management revenues would have been up 13% from 1999 


Royal Mutual Funds 

e = At $34 billion, mutual fund balances were up 11% from 1999. 
Royal Mutual Funds is the third-largest Canadian mutual fund 
company at October 31, 2000, with 8.1% of total mutual fund assets 
in Canada 
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Core Results (1) 


($ millions, taxable equivalent basis) % change 2000 1999 (2) 
Net interest income 34% _ & 359 $ 267 
Other income Pall 2,138 1,684 
Gross revenues 28 2,497 Mee eRt 
Provision for credit losses 2 
Specific provision 80 (1) (5) 
General provision n.a. pies e: co) 5 
Total provision n.a. (1) - 
Non-interest expenses 19 1,838 1,540 
Net income before income taxes 61 : 660 411 
Income taxes 86 244 TS 
Net income 49% §oemae $ 280 
Net income as a % of ; Seal 
total bank net income 300 bp 18% 15% 
Economic Profit 42% §$ 313 $ 220 
Return on common equity (1140)bp 48.2% 59.6% 
Efficiency ratio (530)bp 73.6% 78.9% 
Operating efficiency ratio (3) (720)bp 70.9% 78.1% 


Average common equity 60% §$ 800 $ 500 


(1) There were no one-time items in 2000 or 1999. 

(2) 1999 results have been restated for the transfer of Global Securities Services to the 
Transaction Processing segment and for the revenues and costs associated with the transfer 
of Royal Trust branches to the Personal & Commercial Financial Services segment. 

(3) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues. 


($ millions) % change 1999 (1) 


2000 


4 


Assets under administration 


Personal ee 
Royal Bank Action Direct 49% $ 14,500 $ 9,700 
Private Client Division Dil 107,700. 89,200 
Personal Trust 9 30,400. 28,000 
Global Private Banking 41 54,900 39,000 
Other (2) (27) (1,400) (1,100) 
Total personal 25 206,100 164,800 

Institutional 5 42,200 40,100 


21% $248,300 $ 204,900 


(1) 1999 institutional assets under administration have been restated for the transfer of 
Global Securities Services to the Transaction Processing segment and for reorganizations 
within the Wealth Management segment. 

(2) | Other AUA represents assets administered by more than one business. 


($ millions) % change 2000 1999 
Assets under management 
Institutional 12% $ 36,700 $ 32,700 
Personal 17 21,500 18,300 
Mutual funds 11 34,100 30,600 


13%  $ 92,300 $ 81,600 


($ millions) % change 2000 1999 (1) 

Gross revenues by business 
Royal Bank Action Direct 89% $ 193 $ 102 
Private Client Division 25 1,050 840 
Royal Financial Planning 40 PIEQ 80 
RBC Private Counsel (2) n.a. (2292 - 
Global Private Banking 35 388 288 
Investment Management (8) 253 274 
Royal Mutual Funds iki 409 367 
28% Searaaae $ 1,951 


(1) 1999 gross revenues have been restated for the transfer of Global Securities Services to 
the Transaction Processing segment, certain reorganizations within Wealth Management 
and for the revenues and costs associated with the transfer of Royal Trust branches to 
Personal & Commercial Financial Services. 

(2) At the beginning of 2000, RBC Private Counsel began managing assets formerly managed 
by Investment Management. 


Corporate & Investment Banking 

Overview 

The segment had a very strong performance in 2000. Net income grew 
32% from 1999 and accounted for 22% of the bank’s total net income, 
compared to 21% in 1999. Return on common equity improved to 
21.1% from 20.0% in 1999. 

Revenues were up 17%, with very strong growth in the Global 
Equity and Global Banking divisions. Net interest income declined due 
to higher funding costs from the growing equity derivatives portfolio, 
which are included in interest expense and reduce other income. The 
revenues from the equity derivatives portfolio are recorded in trading 
revenues, which are included in other income. 

Non-interest expenses, excluding variable compensation and strate- 
gic initiatives, were down $51 million or 8% versus 1999. 

The operating efficiency ratio improved by 230 basis points from 
1999 to 57.5%. 

The provision for credit losses declined 46% reflecting the exiting of 
unprofitable international lending relationships over the past two years. 

Economic Profit was $197 million, an increase of 41% over 1999. 


Financial Performance by Business 

Global Banking Division 

e Revenues were up 12% as mergers & acquisitions and advisory 
activity increased markedly. Lending revenues were up 2% even 
as assets were managed downwards by 12%, reflecting more fee- 
based lending activity 

e Non-interest expenses excluding variable compensation and strate- 
gic initiatives were down by $26 million, as the restructuring and 
refocusing of the business continued 


Global Equity Division 
e The Global Equity Division generated revenues of $731 million in 


fiscal 2000, up 40% over fiscal 1999. Virtually all areas within — 


the division contributed to this growth, reflecting a substantial 
improvement in new issue activity and continued expansion of our 
equity derivative operations ane 


Global Markets Division 

e _ Favourable foreign exchange and money market conditions helped 
to offset the weakness experienced in fixed income markets, 
and the reduced revenues from Asian restructuring conducted in 
1999. FX Direct added 500 new Internet clients during the year, 
an increase of 135% 


Management's Discussion and Analysis 


Core Results (1) 


($ millions, taxable equivalent basis) % change 2000 1999 
Net interest income (89)% §$ 43 $ 402 
Other income 44 2,287 1,588 
Gross revenues 17 2,330 1,990 
Provision for credit losses 

Specific provision (2) 81 168 

General provision n.a. 10 - 

Total provision (46) 91 168 
Non-interest expenses 19 1,445 202 
Net income before income taxes 30 794 610 
Income taxes 34 265 198 
Non-controlling interest and 

taxable equivalent adjustment (22) 21 2h 
Net income 32% $ 508 $ 385 
Net income as a % of 
total bank net income 100 bp 22% 21% 
Economic Profit 41% $ 197 $ 140 
Return on common equity 110 bp 21.1% 20.0% 
Efficiency ratio 110 bp 62.0% 60.9% 
Operating efficiency ratio (2) (230)bp 57.5% 59.8% 
Average assets 4% $131,900 $ 127,300 
Average loans and acceptances (6) 53,000 56,400 
Average deposits 2 61,900 60,700 
Average common equity 28 2,300 1,800 
(1) Excluding one-time items in 1999 detailed in Table 4 on page 24A. 
There were no one-time items in 2000. 
(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues. 

($ millions) % change 2000 1999 
Gross revenues 12% $ 855 ¢ 764 
Average assets (12) 28,500 32,400 
($ millions) % change 2000 O99 
Gross revenues 2 Be OTS $ 731 $ 522 
Average assets (7) 14,300 15,400 
($ millions) % change 2000 1999 
Gross revenues 6% $ 744 $ 704 
Average assets 12 89,100 79,500 
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Management's Discussion and Analysis 


Transaction Processing 
Overview 
Global Integrated Solutions, a newly created segment, showed strong 
performance in 2000. Net income grew 25% from 1999 and accounted 
for 6% of the bank’s total net income, unchanged from 1999. Return on 
common equity improved to 32.2% from 27.7% in 1999. 

Revenues were up 7%, with Global Securities Services contributing 
all of the growth. 

Non-interest expenses rose 5% during 2000. The operating effi- 
ciency ratio improved by 150 basis points from 1999 to 68.0%. 

The provision for credit losses fell by $27 million, reflecting recov- 
eries for prior years’ losses on loans to international banks. 

Economic Profit was $82 million, an increase of 37% over 1999. 


Financial Performance by Business 
Global Securities Services 
Global Securities Services (GSS) is Canada’s largest custodian, and a 
recognized provider of custody and related securities services to corpo- 
rate and institutional investors worldwide: 
e —_ GSS operates from 11 locations throughout the world, with a global 
custody network spanning more than 80 markets 
e Revenues and client assets under administration grew 28% and 
22%, respectively, over 1999 
e GSS continues to achieve top rankings in international custody 
surveys. It is 
e Top-rated among Canadian custodians for the 12th consecutive 
year (Global Custodian, Agent Bank Review 2000) 
e No. 2 in the world for quality of global custody service for invest- 
ment managers (R&M Consultants, Global Custody Survey 2000) 
e No. 3 for global custody service quality worldwide (Global 
Investor, Global Custody Survey 2000) 


Financial Institutions, Cash Management, Payments & Trade 


Cash management, payment and trade products and services are provided 


to the small and medium enterprises, commercial, corporate and financial 

institution segments. 

e Revenues decreased 10% from 1999 due largely to certain rev- 
enues being reported in Corporate & Investment Banking in 2000 
rather than in Global Integrated Solutions. Excluding this transfer, 
revenues were unchanged from 1999 

e Payment volumes grew 11% over 1999 
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Core Results (1) 


($ millions, taxable equivalent basis) % change 2000 1999 
Net interest income (5)% $ 160 $ 168 
Other income 12 Cee 459 
Gross revenues 7 674 627 
Provision for credit losses é ; 
Specific provision (450) (21) 6 
Total provision (450) (21) 6 
Non-interest expenses 5 ae 436 
Net income before income taxes 28 io 236 185 
Income taxes 31 oe 102 78 
Net income 25% .. Same $ ... 107 
Net income as a % of “Sie Garin 
total bank net income = LS he ar 6% 
Economic Profit 37% $. come. S 60 
Return on common equity 450 bp 82.2% 27.7% 
Efficiency ratio (140)bp 68.1% 69.5% 
Operating efficiency ratio (2) (150)bp — 68.0% 69.5% 
Average common equity - $ 400 $ 400 
(1) Excluding one-time items in 1999 detailed in Table 4 on page 24A. 
There were no one-time items in 2000. 
(2) Operating efficiency ratio excludes expenses and revenues of strategic initiatives, 
costs of Stock Appreciation Rights and one-time expenses and revenues. 
($ millions) % change 2000 1999 
Gross revenues 28% $ 360 $ 280 
Assets under administration Ze, 920,000 755,000 
($ millions, volumes in thousands) % change 2000 Slelee: 
Gross revenues ENV ELOW re oS 314° $47 
Payment volumes 11 4,690 4,220 
Payment errors 
(per 10,000 payments) (15) 82 pee 


Management's Discussion and Analysis 


Financial Priority: Revenue Growth and Diversification 


Highlights 


ae ~ Revenue growth of 14%, substantially gs than the weg for 2000 of growth in the mid-single digits 


° Net interest income up 3% 


e Net interest margin of 1 88%, down 3 3 basis points from 1999 


e Other income up 25% 


e Other income 56% of total revenues, “up: con 51% in 1999 


Net Interest Income 
Net interest income was up 3% from 1999 to $5.3 billion. The increase 
stemmed from higher volumes of interest-earning assets, particularly 
retail loans. As well, the spread between the prime rate and core deposit 
funding costs widened slightly during the year as the average Canadian 
prime rate increased to 7.05% from 6.49% in 1999. 

However, net interest income was reduced due to higher funding 
costs from the growing equity derivatives portfolio, which are included in 


Table 5: Change in Net Interest Margin 


interest expense and reduce net interest income. The revenues from the 
equity derivatives portfolio are recorded in trading revenues, which are 
included in other income. 

As shown in Table 5 below, the net interest margin declined by 
3 basis points from last year to 1.88%, as the benefits of a wider spread 
between the prime rate and core deposits and other items were more 
than offset by the above-mentioned growth in global equity derivatives. 


2000 1999 
Net interest margin (1) 1.88% 1.91% 
Components of change from prior year 
Growth in global equity derivatives (.08) (.04)% 
Prime-core deposit spread .03 .O1 
Other 02 (.01) 
Total change from prior year (.03)% (.04)% 


(1) Net interest income, on a taxable equivalent basis, as a percentage of average total assets. 


Other income 

As shown in Table 6 on page 30A, other income was $6.7 billion, up 
$1.4 billion or 25% from 1999 (excluding one-time revenues in 1999 
shown in Table 4 on page 24A). Other income accounted for 56% of 
total revenues, up from 51% in 1999. 

Other income was up 17% in Personal & Commercial Financial 
Services, rose 27% in Wealth Management, increased by 44% in 
Corporate & Investment Banking and rose by 12% in Transaction 
Processing. 

Most categories of other income grew over 1999. Capital market 
fees rose substantially, reflecting higher revenues from full-service 


Outlook 


brokerage, discount brokerage and mergers & acquisitions activity. The 
growth in trading revenues is discussed on page 30A. Higher investment 
management and custodial fees reflected growth in assets under manage- 
ment and under administration. The growth in card service revenues 
partially stemmed from the return to the consolidated balance sheet 
of previously-securitized credit card receivables, the acquisition of 
Bank One's Canadian credit card portfolio and increased dollar volumes 
of transactions. The growth in foreign exchange revenues reflected 
increased market share. Mutual fund revenue growth reflected net growth 
in mutual fund assets of $3.5 billion during 2000. 


e The bank is targeting revenue growth of over 10% in 2001, under the expectations that capital markets will not 
strengthen or weaken significantly from the level in early December 2000, retail loan volumes will increase next year 
and the net interest margin will remain relatively unchanged 
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Management's Discussion and Analysis 


Table 6: Other Income 


2000 vs 1999 1999 vs 1998 


($ millions) 2000 1999 1998 Increase (decrease) Increase (decrease) 
Capital market fees S: Volo ¢ 1,209 §$ 41,118 § 601 50% $ 91 8% 
Trading revenues 1,540 1,106 VES Wes: 434 39 350 46 
Deposit and payment service charges | 756 688 664 68 -10— 24 4 
Investment management and custodial fees 684 547 495 137 2. 52 ile 
Mutual fund revenues 528 479 447 — 49 » 10) SZ Z 
Card service revenues 420 362 305 2 5a. 16 57 19 
Securitization revenues 115 222 218 (107) — (48) 4 2 
Foreign exchange revenues, other ae eo 

than trading 299° 243 218 66: 23 25 11 
Credit fees 212 189 183 23 12° 6 3 
Revenues from insurance activities 191 161 113 30 19 48 42 
Gain (loss) on sale of securities (11) 18 66 (29) — (161) (48) (73) 
Loss on disposal of premises 

and equipment (16) (5) (32) (11) (220) Zh 84 
Other 204 156 187 48 ool (31) (17) 
Total core (i.e., excluding one-time gains) 6,732 DVD 4,738 1,357 25 637 i 
One-time gains (1) ~ 105 247 (105) (100) (142) (57) 
Total & 67/32 $ 5480 $ 4985 foe) 23% § 495 10% 


(1) One-time gains in 1999 are described in Table 4 on page 24A. One-time gains in 1998 of $247 million consisted of a $277 million gain on sale of LDC Brady bonds offset by other charges 


aggregating $30 million. 


Trading Revenues 

Trading revenues include gains and losses on securities and derivatives 
that the bank trades actively, or expects to hold for short periods, and 
whose values are marked-to-market daily. A description of trading rev- 
enues included in net interest income and other income Is provided in 
footnotes (1) and (2) to Table 7 on page 31A. 

Trading revenues recorded in net interest income decreased by 
$370 million and in other income increased by $434 million during 
2000, partially due to the equity derivatives portfolio. As mentioned on 
page 29A, funding costs from the growing equity derivatives portfolio are 
included in net interest income and the revenues are recorded in other 
income. Total trading revenues were up $64 million or 6% in 2000, 
reflecting strong overall growth in the equity derivatives business and 
active markets in 2000. The bank continues to avoid large proprietary 
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trading positions and conducts the majority of trading to accommodate 
clients in the major G7 markets and currencies. 

With respect to products, as shown in Table 7 on page 31A, rev- 
enues from equity, commodity and precious metal contracts increased 
51% due to growth in the equity derivatives business. Trading revenues 
from foreign exchange contracts rose 4%, while those from interest rate 
risk management contracts were 75% higher. Revenues from debt 
instruments shrank 39% due to additional costs of funding the inventory 
and weakness in all fixed income markets — in Canada, the U.S. and 
Europe — reflecting widening credit spreads and greater volatility. The 
size of the bank’s high-yield bond trading portfolio was less than 
US$100 million at October 31, 2000, with approximately 60% of this 
amount in the telecommunications sector. 


Management’s Discussion and Analysis 


Table 7: Trading Revenues 


($ millions) 2000 1999 1998 
_ Net interest income (1) $ (365) §$ 5a eS 179 
Other income (2) 1,540 1,106 748 
Total Saoiago $ 41,111 .$ 927 
By product 
Debt instruments (3) $ 257, $ AD See 385 
Equity, commodity and precious metal contracts 496 329 224 
Foreign exchange contracts (4) 301 290 267 
Interest rate risk management contracts (5) 121 69 Dill 
Total Bedtgs $1,111 “$9927 


(1) Includes interest earned on trading securities and other cash instruments held in the trading portfolios less funding costs associated with trading-related derivative and security positions. 
Net interest income for 1999 reflects reclassification of interest expenses to net interest income from other income of $125 million. Net interest income prior to 1999 has not been restated 
to reflect this reclassification. A similar reclassification in 1998 would have resulted in a transfer of $50 million of interest expense to net interest income from other income. Total trading 
revenues did not change as a result of the reclassification. 

) Primarily includes realized and unrealized gains and losses on trading securities, derivative instruments and foreign exchange trading activities. 

) Includes Canadian government securities and corporate debt instruments. 

) Includes foreign exchange spot, forward, futures and options contracts. 

) Includes swaps, interest rate options, interest rate futures, forward rate agreements and related cash instruments used to hedge the trading derivatives portfolios. 


Table 8: Change in Net Interest Income 


2000 vs 1999 1999 vs 1998 
Increase (decrease) Increase (decrease) 
due to changes in due to changes in 
average average Net average average Net 
($ millions, taxable equivalent basis) volume (1) rate (1) change volume (1) rate (1) change 
Assets 
Deposits with other banks i 
Canada $ 51 $ LI) $ 40 ¢$ Ce s iS sets 19 
International (38) _ 132 ee is OA 105 (105) - 
Securities e ie d 
Trading account 218 7h eyon Ne -— 296 268 (142) 126 
Investment account 127 23°: 150 ills} (28) 25 
Loan substitute (19) G3 0) (9) (11) (20) 
Loans 
Canada 
Residential mortgage 109 (G0) ee 99 256 (89) 167 
Personal i OGr es (129 345 158 4 162 
Credit card 139 40 Ee Ue) 28 5 33 
Business and government 34 [3° 107 20 (357) (337) 
Assets purchased under reverse : ee 
repurchase agreements 37 52 eee] (276) 45 (231) 
International : . 
Business and government (347) 761 414 (584) 479 (105) 
Assets purchased under reverse nel 
repurchase agreements ye KZA 120 eels 111 (156) (45) 
Total interest income $ 503'-2$ 9 1:396. $i: 1,899 $ 236 —$ (342) $ (106) 
Liabilities 
Deposits : ae A : see 
Canada : $ 114 §$ 466 §$ 580 $ (78) $ ily ago 54 
International 203 638 841 233 (383) (150) 
Obligations related to securities sold short (32) 134 102 32 (35) (3) 
Obligations related to assets sold under Rew ee 
repurchase agreements (13) 134 121 22 (95) (73) 
Subordinated debentures 42 16 58 (15) (38) (53) 
Other interest-bearing liabilities (47) — 92 45 6 5g 65 
Total interest expense 267 1,480 1,747 200 (360) (160) 
Net interest income $ 236. $ (84). S$ Hoe S$ D6 vat 18 _..$ 54 


(1)  Volume/rate variance is allocated on the percentage relationship of changes in balances and changes in rates to the total net change in net interest income on a taxable equivalent basis. 
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Management's Discussion and Analysis 


Table 9: Net Interest Income on Average Assets and Liabilities 


2000 1999 1998 
Average Average Average Average Average Average 
($ millions, taxable equivalent basis) balances (1) _ Interest (2) rate —_ balances (1) Interest (2) rate balances (1) Interest (2) rate 
Assets a 
Deposits with other banks es ee 
Canada $ 3,225 $ 164 5.09% $ 2,244 $ 124 5.53% $ ZASSeD 105 4.92% 
International 14,885 811 5.45 15,694 717 4.57 13,549 717 5.29 
18,110 975 5.38 17,938 841 4.69 15,682 822 5.24 
Securities 
Trading account 36,892 1,435 3.89 31,196 1,139 3.65 24,180 1,013 4.19 
Investment account 18,495 1,062 5.74 16,278 912 5.60 13,562 787 5.80 
Loan substitute 495 49 9.90 703 59 8.39 804 79 9.83 
55,882 : 2.546 ico: 456 48,177 2,110 4.38 38,546 1,879 4.87 
Loans (3) 
Canada 
Residential mortgage 59,860 : 3,891 6.50 58,176 3,792 6.52 54,268 3,625 6.68 
Personal 26,949 2,290 8.50 24,347 1,945 7.99 22,368 1,783 7.97 
Credit card 3,559 405 11.38 2,297 226 9.84 2,009 193 9.61 
Business and government 32,927 1,506 4.57 32,152 1,399 4.35 31,779 1,736 5.46 
Assets purchased under reverse pcs! : 
repurchase agreements 12,713 — “693 5.45 12,005 604 5.03 17,538 835 4.76 
136,008 io 8,785) 6.46 128,977 7,966 6.18 127,962 8,172 6.39 
International ce ug 
Business and government 24,495 3,446 14.07 27,405 3,032 11.06 33,083 3,037 9.48 
Assets purchased under reverse 
repurchase agreements 9,016 385 4.27 9,764 289 2.96 6,906 334 4.84 
33,511 3,831 11.43 37,169 oh yail 8.93 39,989 3,471 8.68 
169,519 —:12,616 7.44 166,146 11,287 6.79 167,951 11,643 6.93 
Total interest-earning assets 243,511 16,137 6.63 232,261 14,238 6.13 222,179 14,344 6.46 
Non-interest-bearing deposits with other banks 525 Z 666 394 
Customers’ liability under acceptances 10,281 aed sea 9,508 10,033 
Other assets 27,583). ' ; 27,465 28,694 
Total assets $ 281,900 $ 16,137" y 5.72% $ 269,900 $ 14,238 5.28% $ 261,300 $ 14,344 5.49% 
Liabilities and shareholders’ equity 
Deposits (4) 
Canada $ 107,533 $ 5,060 4.71% $ 104,919 $ 4,480 4.27% $ 106,784 $ 4,426 4.14% 
International 70,575; = 3,997, 5.66 66,498 3,156 4.75 61,933 3,306 5.34 
178,108 2 9,057 5.09 171,417 7,636 4.45 168,717 i32 4.58 
Obligations related to securities sold short 14,195 ; 656 4.62 15,015 554 3.69 14,168 557 3.93 
Obligations related to assets sold 
under repurchase agreements @ SLD S8IS 2 = : 653 5.50 12,169 532 4.37 11,724 605 5.16 
Subordinated debentures 5,229 344 67 4,499 286 6.36 4,711 339 7.20 
Other interest-bearing liabilities 3,042 a : 1200 3.94 5,574 75 1235 3,936 10 (25 
Total interest-bearing liabilities 212,347 10,830 5.10 208,674 9,083 4.35 203,256 9,243 4.55 
Non-interest-bearing deposits 15,654 : 13,379 9,971 
Acceptances 10,281 9,508 10,033 
Other liabilities 30,829 25,864 26,962 
269,111 —_‘10,830 4.02 257,425 9,083 3:53 250,222 9,243 3.69 
Shareholders’ equity 2 
Preferred 1,975 use : Zeal 1,971 
Common 10,814 | 10,264 9,107 
Total liabilities and shareholders’ equity $ 281,900 $ : 10,830 ) 3.84% $ 269,900 $ 9,083 3.37% $ 261,300 $ 9,243 3.54% 
Net interest income as a % of total average assets $ 281,900 eae 5,307 1.88% $ 269,900 $ 5,155 1.91% $ 261,300 $ 5,101 1.95% 
Net interest income as a % of total : 
average interest-earning assets 
Canada $ 176,418 $ 4,796 2.72% $ 167,110 $ 4,405 2.64% $ 159,847 $ 4,409 2.76% 


International 67,093 & 511 -76 65,151 750 LS 62,332 692 1.11 


Total $ 243,511 $ 5,307 2.18% $ 232,261 $ 5,155 2.22% $ 222,179 $ 5,101 2.30% 


(1) Calculated on a daily basis. 

(2) Interest income includes loan fees (2000 — $274 million; 1999 — $250 million; 1998 — $195 million). The taxable equivalent adjustment is based on the Canadian tax rate of 42.8% for 
2000, 43.0 % for 1999 and 42.9% for 1998. 

(3) Average balances include impaired loans and are net of the allowance for credit losses. 

(4) Deposits include savings deposits with average balances of $34, $33 and $42 billion, interest expense of $0.7, $0.6 and $0.7 billion and average rates of 2.06%, 1.82% and 1.67% for 
2000, 1999 and 1998, respectively. Deposits also include time deposits with average balances of $38, $37 and $47 billion, interest expense of $2.0, $2.0 and $2.6 billion and average rates 
of 5.26%, 5.41% and 5.53% for 2000, 1999 and 1998, respectively. 
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Financial Priority: Cost Control 


Highlights 


Management's Discussion and Analysis 


° Non-interest expenses up 10% from 1999, 390 basis points below the growth rate of revenues 


e Base non-interest expenses down 1% 
° Efficiency ratio of 63.0% versus 65.2% in 1999 


© Operating efficiency ratio (i.e., excluding costs and revenues of strategic initiatives, costs of Stock Appreciation 
Rights and one-time expenses and revenues) of 60.0%, 400 basis points better than in 1999 
e Removed $580 million of costs from the expense base by the end of 2000, compared to objective of $400 recnvan 


Performance 

As shown in Table 10 below, core non-interest expenses (i.e., excluding 
one-time expenses in 1999 mentioned in Table-4 on page 24A) were 
up $715 million or 10% from 1999. There were a number of factors that 
accounted for this increase. The bank incurred expenses relating to 
strategic initiatives of $390 million in 2000, up $259 million from last 
year. These largely related to acquisitions such as Prism Financial, private 
banking operations of Ernst & Young in Jersey, Channel Islands, insur- 
ance operations of Prudential of America Life Insurance Co. (Canada), 
hiring of teams in investment banking outside Canada and growth of 
North American eBusiness initiatives. Additionally, appreciation in the 


Table 10: Non-Interest Expenses 


bank’s share price during 2000 resulted in a $52 million expense for 
Stock Appreciation Rights (SARs) that were granted under the Stock 
Option Plan in November 1999. There was no such expense recorded in 
1999. Operating non-interest expenses (i.e., excluding costs of strategic 
initiatives and SARs and one-time expenses) were up 6% from 1999 as 
shown in Table 11 on page 34A. 

Performance-related compensation costs were up $453 million this 
year, largely due to much stronger results in Corporate & Investment 
Banking and Wealth Management. Base non-interest expenses (operat- 
ing non-interest expenses less performance-related compensation) were 
actually down 1% from 1999 as also shown in Table 11. 


2000 vs 1999 1999 vs 1998 


($ millions) 2000 1999 1998 Increase (decrease) Increase (decrease) 
Human resources $ _ 4,651 Gage 3 O49 a Digen SOAGee 702 18% $ 405 11% 
Occupancy 
Net premises rent 384 262 239 122 47 23 10 
Premises repairs and maintenance 68 88 93 (20) (23) (5) (5) 
Depreciation 81 92 92 (11) (12) - - 
Property taxes 15 41 46 (26) (63) (5) (11) 
Energy 22 33 33 (11) (33) = zs 
570 516 503 54 10 13 3 
Equipment 
Office and computer rental 
and maintenance 376 376 329 - - 47 14 
Depreciation 289 297 250 (8) (3) 47 19 
665 673 579 (8) (1) 94 16 
Communications 
Telecommunications 225 225 209 - ie 16 8 
Marketing and public relations 173 182 75 (9) (5) i 4 
Postage and courier 170 157 156 13 8 1 1 
Stationery and printing 127 129 125 (2) (2) 3 
695 693 665 2 - 28 4 
Other 
Professional fees 267 274 262 (7) (3) 2 g 
Business and capital taxes 134 114 118 20 18 (4) (3) 
Deposit insurance 30 Via mel (41) (58) (40) (36) 
Travel and relocation 85 90 98 (5) (6) (8) (8) 
Amortization of goodwill 
and other intangibles 87 66 62 21 32 4 6 
Employee training 38 48 60 (10) (21) (12) (20) 
Donations 26 29 25 (3) (10) 4 16 
Other 333 343 280 (10) (3) 63 23 
1,000 1,035 1,016 (35) (3) 19 2 
Total core (i.e., excluding 
one-time expenses) 7,581 6,866 6,307 yb 10 559 9 
One-time’ expenses (1) = 194 92 (194) (100) 102 aL 
Total Sey ser 6f)~67,060 $ 6,399 § 521 7% $f 661 10% 


(1) One-time expenses in 1999 are described in Table 4 on page 24A. One-time expenses of $92 million in 1998 related to a $62 million restructuring charge and other charges 


aggregating $30 million. 
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Management's Discussion and Analysis 


As shown in Table 12 below, the core efficiency ratio improved to 
63.0% from 65.2% in 1999, while the operating efficiency ratio was 
60.0%, down 400 basis points from last year. The bank achieved 


Table 11: Components of Non-Interest Expenses 


($ millions) 


an operating efficiency ratio of 59.5% in the fourth quarter of 2000, 
in line with the objective stated in its third quarter 2000 earnings 
press release. 


2000 vs 1999 
Increase (decrease) 


2000 _1999 


Core non-interest expenses (1) $ 7,581 $ . 6,866.. i 715 | 
Cost of strategic initiatives in 390 leek 259 — Bee 
Cost of Stock Appreciation Rights 52 = ; By As epee 
Operating non-interest expenses (2) “7,139 6,735 4045 25: 5 
Performance-related compensation (3) 2 662 1,209 453-4 ciaetsT 
Base non-interest expenses Saad $ 5526 § (49) 52 (1)% 
(1) Excludes one-time expenses in 1999 detailed in Table 4 on page 24A. There were no one-time expenses in 2000. 
(2) Core non-interest expenses less costs of strategic initiatives and Stock Appreciation Rights. 
(3) | Operating non-interest expenses less performance-related compensation. 
Table 12: Key Efficiency Ratios 

2000 vs 1999 
($ millions) ans 2000 1999 Increase (decrease) _ =— 
Core non-interest expenses Sayo7 58l $$. 6,866. $ 715. e 
Core revenues S 212,039. .$ .10,530,.. Sign SOG 
Core efficiency ratio (1) 63.0% 65.2% (220)06 oe 
Operating non-interest expenses Soeeee 6S «26,735 404 — = 6% 
Operating revenues (2) $ 45901 $ 10,518 “9 aes eee 
Operating efficiency ratio (3) 60.0% 64.0% (400)bp=3 2-4) 


(1) Core non-interest expenses as a percentage of total core revenues. 
(2) Core revenues less revenues associated with strategic initiatives. 
(3) | Operating non-interest expenses as a percentage of operating revenues. 


The substantial improvement in efficiency was achieved through the 
removal of $580 million of costs from the bank’s cost base by the end 
of 2000. This compared to targeted cost savings of $400 million as 
shown below. 


Cost Savings by End of 2000 


($ millions) Targeted Achieved 
Streamlined overhead functions $S=100- $=22160 
Enhancement of service delivery 100 150 
Lower costs for purchased goods and services 100+ 140 
Redefinition of international corporate 

lending operations TAS) 80 
Network reconfiguration 35 50 
Total $ 400+ $ 580 


The bank had targeted savings of approximately $100 million from 
reduced overhead functions and exceeded this target by $60 million. 
These savings came largely from combining functions and reducing staff 
in businesses, geographic units and the head office. 

Enhancement of service delivery refers to the removal and central- 
ization of after-sales servicing and administrative activities from the 
bank’s branches. The targeted cost savings from these efforts were 
approximately $100 million, and $150 million were realized. 


Outlook 


Approximately a quarter of the $400 million of cost savings was 
targeted from lower procurement costs. The bank achieved $140 million 
in savings from these sourcing initiatives. 

The returns from international corporate lending have been volatile 
and insufficient to warrant an extensive and expensive network outside 
Canada. Savings of $80 million were achieved by the end of 2000 from 
the restructuring of international corporate banking and global financial 
institutions operations. 

With approximately 90% of routine transactions now conducted 
through electronic channels, branches have increasingly become sales 
and advice outlets. The branch network was rationalized and restructured, 
for total cost savings of $50 million by the end of 2000. 

These changes resulted in 3,504 fewer people, excluding 845 non- 
commissioned employees at Prism Financial Corporation, which was 
acquired in April 2000. The annual attrition level prior to 2000 has run 
around 5% or 2,500 people. 

The bank believes that changes in business mix make an efficiency 
ratio for the entire bank an inappropriate measure of cost performance. 
Therefore, in future, the efficiency ratio for the bank as a whole will not 
be measured. Instead, emphasis will be placed on the operating effi- 
ciency ratio of each business segment and possibly other cost measures 
that may be appropriate for some of the segments. Operating efficiency 
ratios for the segments appear in the tables on pages 24A to 28A. 

The bank is aiming to further improve its cost competitiveness. 


e In 2001, the bank expects to grow operating expenses at a lower rate than operating revenues 
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Income and Other Taxes 

Income and other taxes reported in Table 13 below were $2.0 billion in 
2000, comprising income taxes of $1,473 million (including a taxable 
equivalent adjustment) and other taxes of $557 million. Income taxes 
increased by $423 million over 1999, largely due to the $959 million 
increase in net income before income taxes, while other taxes were up 
$19 million as a result of higher goods and services tax and sales taxes, 
payroll taxes, provincial capital taxes and business taxes, which more 
than offset a decline in property taxes attributable to the sale of real 
estate in 1999. 


Table 13: Taxes 


Management's Discussion and Analysis 


As shown below and in note 8 of the consolidated financial state- 
ments on page 67A, the effective income tax rate increased from 
36.5% in 1999 to 38.6% in 2000. 

In addition to the income and other taxes reported in the consolidated 
income statement, the bank recorded income tax benefits of $37 million 
in 2000 (1999 — expense of $213 million) in shareholders’ equity related to 
unrealized foreign currency translation gains and losses (net of hedging 
activities). 


($ millions) 2000 1999 1998 
Income taxes 
Consolidated statement of income Stoo 6|C6flCl(i1,015.. $ 1-175 
Taxable equivalent adjustment 28 35 37 
1,473 1,050 12a, 
Other taxes 
Goods and services tax and sales taxes 208 187 182 
Payroll taxes 188 176 171 
Provincial capital taxes 108 98 95 
Property taxes (1) 16 55 63 
Business taxes 26 16 23 
Insurance premium taxes 11 6 6 
557 538 540 
Total $ 2,030 $¢ 1588 $ LAS 
Effective income tax rate (2) 38.6% 36.5% 38.2% 
Effective total tax rate (3) 46.9% 47.4% 48.0% 
(1) Includes amounts netted against other income regarding investment properties. 
(2) Income taxes reported in the consolidated statement of income, as a percentage of net income before taxes. 


(3) Total income taxes and other taxes as a percentage of net income before income taxes and other taxes expressed on a taxable equivalent basis. 
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Management's Discussion and Analysis 


Financial Priority: Strong Credit Quality 


Highlights 
e Gross impaired loans down 2% to $1,678 million 


e Net impaired loans to total loans at (.11)%, unchanged from 1999 aiterg a 
e Provision for credit losses was down 9% from 1999 to $691 million . meee 
e Specific provision ratio of .32%, up slightly from .30% in 1999 = 


e Net write-offs ratio of .38%, versus .55% in 1999 


e Allowance for credit losses up $75 million to $1,975 million 


Impaired Loans 
Loans are generally classified as impaired under circumstances described 
in note 1 of the consolidated financial statements, on page 58A. 

As indicated in Table 14 below, impaired loans declined $26 million 
from 1999 to $1,678 million at October 31, 2000. This reflects net addi- 
tions of $813 million and write-offs and adjustments of $839 million. 

As shown in Table 15 on page 38A, gross impaired loans in Canada 
were down $18 million, comprising a $41 million decrease in business 
and government loans, partially offset by a $23 million increase in con- 
sumer loans. Within business and government impaired loans in Canada, 
there were substantial decreases in the commercial real estate and 
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forest products and energy sectors, and a considerable increase in the 
transportation and environmental sector. The increase in consumer 
impaired loans resulted from small increases in both the residential 
mortgage and personal loan portfolios. International gross impaired loans 
decreased $8 million as reductions in Asia and Europe more than offset 
an increase in the U.S. One corporate client accounted for a significant 
portion of the increase in impaired loans in the transportation and envi- 
ronmental sector, both in Canada and internationally. 

As a percentage of related loans (after general allowance for loan 
losses), net impaired loans is unchanged from 1999 at (.11)%. 


e The bank does not expect a significant change | in the level of impaired loans i in 2001, ‘based upon its expectation of 
continued sound economic growth in Canada, albeit at a lower rate than in 2000 


Table 14: Change in Gross Impaired Loans 


($ millions) 2000 1999 1998 1997 1996 
Gross impaired loans at beginning of year Pee $ 2,001 $ 1,819 :$ 2376 §$ 2944 
Additions 965 990 127d 705 1,013 
Reductions (152) (247) (643) (624) (629) 
813 743 628 81 384 

Write-offs and adjustments (839) (1,040) (446) (638) (952) 
Gross impaired loans at end of year 1,678 $¢ 1704 WS Saree? OOMianS 1819 $ 2,376 
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Provision for Credit Losses 

The provision for credit losses is charged to income by an amount neces- 
sary to bring the allowance for credit losses to a level determined 
appropriate by management, as discussed in the Allowance for Credit 
Losses section below. 

The provision for credit losses was $691 million in 2000, down 
$69 million or 9% from 1999, as shown in Table 16 on page 39A. 
In Canada, the specific provision for credit losses declined in the busi- 
ness and government loan portfolio but increased in the consumer loan 
portfolio during 2000. 

Provisions on personal loans rose largely due to higher provisions on 
student loans, growth of the personal loan portfolio, higher than expected 
losses on loans booked in 1999 and an increase to bring the coverage 
ratio (allowance for credit losses as a percentage of gross impaired loans) 
to the previous year’s level. Accelerated write-offs of personal loans in 
early 2000, to bring the bank in line with the U.S. practice, had caused 
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a decline in the allowance for loan losses on personal loans. (The bank 
had accelerated the write-offs of corporate loans in 1999.) The cause of 
the higher than expected losses on personal loans booked in 1999 has 
been identified and remedial action taken, with benefits expected to be 
realized in 12 to 15 months. 

Higher provisions on credit card loans stemmed from the purchase 
of the Canadian credit card portfolio of Bank One, the return to the con- 
solidated balance sheet of previously-securitized credit card receivables, 
growth in card volumes and a planned change in the risk profile of the 
business to accelerate volume growth. Despite these higher provisions, 
credit card net income was up 15% in 2000. 

Internationally, the specific provision decreased as recoveries in Asia 
and Europe more than offset increases in the United States. 

The specific provision amounted to .32% of average loans (including 
reverse repurchase agreements) and bankers’ acceptances, up slightly 
from .30% in 1999 and compared to a goal of .30-.40% for 2000. 


*. In 2001, the bank is targeting a ratio of specific provisions for credit losses to average loans (including reverse repur- 
Re . chase agreements) and bankers’ acceptances of .30-.40%, unchanged from its goal for 2000. This is based upon 
the bank’s expectation of continued sound economic growth in Canada, albeit at a lower rate than in 2000 


Allowance for Credit Losses 

The allowance for credit losses is maintained at a level sufficient to 
absorb probable losses in the loan and off-balance sheet portfolios. The 
individual elements as well as the overall allowance are evaluated on a 
quarterly basis. This evaluation is based on continuing assessments of 
problem accounts, recent loss experience and changes in other factors, 
including the composition and quality of the portfolio, economic condi- 
tions and regulatory requirements. The allowance is increased by the 
provision for credit losses, which is charged to income, and reduced by 
the amount of write-offs net of recoveries. 

The determination of the allowance for credit losses is based upon 
estimates derived from historical analysis, adjusted for management’s 
judgment relating to current assumptions. Therefore, the allowance for 
credit losses will inevitably differ from actual losses incurred in the 
future. To minimize these differences, management assesses the meth- 
odology and all significant assumptions on a regular basis. 

As shown in Table 17 on page 40A, the allowance for credit losses 
increased $75 million between 1999 and 2000. Net write-offs decreased 
from $958 million to $677 million, largely due to a $299 million 
decrease in domestic business and government loan write-offs. During 
1999, the bank had accelerated the rate of writing off problem corporate 
loans to be more in line with U.S. practice while still adhering to 
Canadian GAAP. 

The bank has entered into a five-year agreement with a AAA rated 
reinsurer to provide capital if exceptional losses occur in the bank’s loan 
portfolio. The agreement requires the reinsurer to purchase up to $200 mil- 
lion in Non-cumulative first preferred shares at the October 27, 2000 
market price, should the general allowance for credit losses be drawn 
below a certain level. In management’s view, if these shares had been 
issued currently, based on existing regulatory guidelines, they would 
qualify as Tier 1 capital. The sale of the securities would mitigate the 
impact of loan losses on the capital base of the bank through the replen- 
ishment of capital. 

The allowance for credit losses comprises four components — spe- 
cific, country risk, general allocated and general unallocated — as 
described in note 1 of the consolidated financial statements on page 59A. 


Specific 

Specific allowances are maintained to provide for the most likely losses 
on loans that have become impaired. Specific allowances for business 
and government loans are established on an individual borrower basis. 
Specific allowances for residential mortgages, personal loans and small 
business loans are determined on a portfolio basis using historical loss 
experiences on impaired loans. No specific allowance is maintained for 
credit cards, as these balances are written off after 180 days if no pay- 
ment has been received. 


Country Risk 

Country risk allowances are maintained with respect to exposures to 
certain less developed countries based on an overall assessment of 
the outstanding exposure and underlying economic conditions in 
those countries. 


General Allocated 

The general allocated allowance reflects the best estimate of probable 
losses that exist within that portion of the portfolio that has not yet been 
specifically identified as impaired. This amount is determined based on 
the application of statistical expected loss factors to outstanding and 
undrawn facilities. The expected loss factors have been determined by 
assessing statistical loss migrations, adjusted to reflect management’s 
judgment regarding items that impact the quality of the portfolio. 


General Unallocated 

The general unallocated allowance is determined through management's 
assessment of probable losses that are in the portfolio but not adequately 
captured in the determination of the specific, country risk and general 
allocated allowances. This assessment includes consideration of current 
economic and business conditions and regulatory requirements affecting 
key lending operations. It also reflects management's acknowledgement of 
the imprecise and subjective elements involved in modelling credit risk. 


Prior to October 31, 1999, the general allocated and general unallocated 
allowances did not exist as separate components. 
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Table 15: Impaired Loans 


2000 1999 1998 1997 1996 
($ millions) Gross Net (1) Gross Net (1) Net (1) Net (1) Net (1) 
Canada ne 
Atlantic provinces $ 115). $ 65 fhike OSS SY 24 30 32 
Quebec 198 121 259 158 142 185 320 
Ontario 572 287 438 190 80 203 437 
Prairie provinces 129 SY 198 109 64 278 296 
British Columbia 355 266 415 287 350 45 ohh 
Total Canada 1,369 796 1,387 781 660 741 LIANG 
Consumer = 
Residential mortgage 185 157 173 Syl 116 114 123 
Personal 247 51 236 66 61 61 40 
432 208 409 197 177 7S 163 
Business and government 
Small business (2) 248 141 232 134 43 42 15 
Transportation and environmental 185 120 21 12 3 218 220 
Forest products 184 180 233 197 285 6 144 
Commercial real estate 90 41 186 109 69 184 320 
Agriculture (2) 53 39 62 49 31 34 40 
Information technology and media 44 15 57 82 Sil iS) (2) 
Consumer goods 37 23 43 19 29 32 56 
Industrial products 28 18 19 6 i 38 30 
Financial services 20 7 16 1 (1) 1 6 
Commercial mortgages 16 - 25 u 5 22 56 
Energy - - 38 32 5 2 ~ 
Other 32 4 46 (14) (18) (22) 63 
937 588 978 584 483 566 953 
Total Canada 1,369 796 1,387 781 660 741 1,116 
International t 
United States 145 —~669 41 25 15 24 2 
Europe (46. 7 58 12 24 21 35 
Latin America aS Fey 3 10 3 1 13 1 
Caribbean 48 26 47 28 Si 39 51 
Asia 33 2 127 35 54 15 19 
281 107 283 103 125 112 108 
Less developed countries (LDCs) 23° - 34 - - - - 
Total international 309 107 317 103 125 112 108 
Business and government ; 
Transportation and environmental 56 25 - ~ 1 2 1 
Commercial real estate 4 1 5 4 10 15 9 
Consumer goods 2. > 18 2 34 29 34 
Industrial products 83 38 38 15 21 (6) 4 
Financial services 41 (2) 89 22) 15 9 17 
Energy 14 (2) 23 S 4 9 - 
Other 109 47 144 57 40 54 43 
Total international 309 107 SL 103 125 Yr 108 
Total before general allowance 1,678 903 1,704 884 785 853 1,224 
General allowance = (1,102) - (1,080) (850) (750) (700) 
Total Sigh, O7 o> (199) 1,704 $ (196) (65) 103 524 
Net impaired loans as a % of related loans 
and acceptances (3) 
Canada 
Residential mortgage .26% 22% 21% 22% .26% 
Personal .19 i 28 30 .23 
Business and government loans 
and acceptances 99 1.05 .86 .96 1.88 
152 55 48 5 .93 
International .33 BY iL. 33 44 
Total before general allowance for loan losses 49% 51% 44% 51% .85% 
Total after general allowance for loan losses (.11)% (.11)% (.04)% .06% 37% 


(1) Net of specific allowance. 


(2) | The 2000 amounts include government guaranteed portions of impaired loans of $101 million in small business (1999 — $79 million) and $6 million in agriculture (1999 — $5 million). 


Previously, only the non-guaranteed portion was considered impaired. 


(3) Loans in Canada include all loans booked in Canada, regardless of currency or residence of borrower. Related loans and acceptances are net of the specific allowance. 
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Table 16: Provision for Credit Losses 
($ millions) 2000 1999 1998 1997 1996 
Provision for credit losses ; 
Canada 
Atlantic provinces 58 32 Ss: 8 Sia s 34 
Quebec 22 Wi 63 149 165 
Ontario 342 52 144 13 61 
Prairie provinces 64 O15 aS 29 83 
British Columbia 40 192 132 SY/ (3) 
Total Canada 526 442 427 265 340 
Consumer 
Residential mortgage = 4 9 12 29 
Personal 301 1772 IA 114 95 
Credit card 102 55 28 65 76 
403 Zoi 208 191 200 
Business and government 
Small business 105 ees 48 51 67 
Transportation and environmental 56 if (27) (9) 53 
Information technology and media 19 (16) (20) 5 (44) 
Consumer goods Ff 11 23 (29) 48 
Agriculture 4 Z 4 il (5) 
Commercial mortgages 2 8 6 18 Bp 
Industrial products 2 (10) (6) 1. 4 
Financial services - 5 iiats} 1 (2) 
Energy (8) 12 1 (1) (1) 
Commercial real estate (17) 9 (30) (78) (74) 
Forest products (36) 81 76 86 is} 
Other an (11) Sal 17 (31) 
123 Ze 219 74 140 
Total Canada 526 442 427 265 340 
International 
United States 99 45 (7) (8) (14) 
Europe (9) Ail 10 (24) (22) 
Latin America 2 2 (2) 7 ~ 
Caribbean 3 - 3 7 2 
Asia (50) 20 124 83 34 
Total international 45 88 128 65 - 
Business and government 
Transportation and environmental 42 - (1) 1 ~ 
Consumer goods (7) (10) (5) 46 14 
Industrial products 34 31 9 5 21 
Financial services (21) 2 36 (2) 1 
Energy (2) - 21 4 1 
Commercial real estate 1 2 (2) (1) (30) 
Other (2) 63 70 12 (7) 
Total international 45 88 128 65 = 
Total specific provisions 571 530 555 330 340 
Country risk provision = - (80) - (300) 
General allocated (1) 73 n.a. n.a n.a n.a 
General unallocated (1) 47 n.a. n.a n.a n.a 
Total general provision (1) 120 230 100 50 400 
Total 691 760 Sy/sy RS 380 as 440 


Ola lee revner eee eres OP RE a eee ee OC ee ee 
As a % of related average loans and acceptances 


Canada 

Residential mortgage -% .01% 02% 02% 06% 

Personal P12 e/a 76 35/8) 57 

Credit card 2.87 2.39 1.39 1.84 2.20 

Business and government loans and acceptances 47 40 sh 14 Ss 

.36 82 3) SA Sil 

International LS 23 Stil 2a - 
Total specific provision 32% 30% 31% 21% 26% 
Total provision for credit losses .38% 43% 32% 25% 34% 


(1) 


The general provision was not separated into the allocated and unallocated components prior to November 1, 1999. 
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Table 17: Allowance for Credit Losses 


($ millions) 2000 1999 1998 1997 1996 
Allowance at beginning of year $ 1,900 2,066 2,118 2235415 Dt 023669 
Provision for credit losses 691 760 575 380 440 
Write-offs 
Canada 
Residential mortgage (11) (14) (17) (34) (46) 
Personal (372) (236) (163) (138) (133) 
Credit card (150) (65) (52) (98) (104) 
Business and government (225) (524) (250) (361) (542) 
(758) (839) (482) (631) (825) 
International, excluding LDCs (81) (229) (29) (28) (124) 
LDC exposures - (4) (325) (10) (186) 
(839) (1,072) (836) (669) (1,135) 
Recoveries Hat 
Canada 
Residential mortgage - 2 6 9 41 
Personal 44 31 26 21 Ze 
Credit card 48 10 24 32 28 
Business and government } 48 66 80 62 65 
140 109 136 124 125 
International 22 3) 8 17 9 
162 114 144 141 134 
Net write-offs (677) (958) (692) (528) (1,001) 
Adjustments 61 32 65 Sil Ly 
Allowance at end of year $ 1,975 1,900 2,066 2, GIS pepe eee 
Net write-offs (excluding LDCs) as a % of average loans and acceptances 38% 54% 21% 34% 63% 
Net write-offs as a % of average loans and acceptances .38% .55% 39% 34% 17% 
Allocation of allowance (1) 
Canada : 
Residential mortgage $ 46 53 50 52 land 65 
Personal 403 344 156 92 Te 
Credit card 88 60 - - - 
Business and government 664 748 604 562 PIS 
1,201 1,205 810 706 917 
International 333 389 366 Sus 258 
Allocated allowance for loan losses (2) 1,534 1,594 n.a. n.a. n.a. 
General unallocated allowance for loan losses (2) 33/ 290 n.a. n.a. n.a. 
Total allowance for loan losses $ 1,871 1,884 2,026 17 69 yes 1,875 
Allowance for off-balance sheet and other items (3) 98 - - - - 
Allowance for loan substitute securities 6 16 40 30 34 
Allowance for country risk securities - - - Sg 326 
Total allowance for credit losses $ 1,975 1,900 2,066 2 LS eee 2235 
Composition of allowance 
Specific, including allowance for loan substitute securities $ 747 786 1,176 932 $ 1,091 
Country risk 28 34 40 436 444 
General allocated allowance for credit losses (4) 863 790 n.a. n.a. n.a. 
General unallocated allowance for credit losses 337 290 n.a. n.a. n.a. 
Total general allowance for credit losses (2) 1,200 1,080 850 750 700 
Total allowance for credit losses $ 1,975 1,900 2,066 2, PPI" F SUD285 
Percentage of loans to total loans 
Canada 
Residential mortgage 33% 34% 32% 32% 33% 
Personal 15 14 12 biz 12 
Credit card 2 1 1 1 Ss 
Business and government 32 32 32 30 35 
82 81 aT. 80 83 
International 18 19 23 20 if 
Total 100% 100% 100% 100% 100% 
Allowance for loan losses as a % of loans (including reverse 
repurchase agreements) and acceptances 1.0% 1.1% 1.2% 1.1% 1.3% 
Allowances for loan losses as a % of gross impaired loans 
(coverage ratio), excluding LDCs 112% 112% 103% 94% 77% 


(1) As a result of a change in methodology in 1999, the allowance for loan losses in 2000 and 1999 includes amounts for the general allocated allowance, which have been allocated to loan 
categories. These amounts total $765 million (1999 — $790 million) and have been allocated as follows: for Canada — residential mortgages $18 million (1999 — $11 million), personal 


$207 million (1999 — $174 million), credit cards $88 million (1999 — $60 million), business and government $321 million (1999 — $370 million), and international $131 million 
(1999 — $175 million). The amounts prior to 1999 do not include the general allocated allowance. 


(2) The general allocated and unallocated allowance totalled $850 million in 1998, $750 million in 1997 and $700 million in 1996. These were not separated into allocated and unallocated 


components prior to October 31, 1999. 


(3) During 2000, the allowance for off-balance sheet and other items was separated and is reported under other liabilities. Previously, this amount was included in the general allocated allowance 


for loan losses. 
(4) Includes the allowance for off-balance sheet and other items. 


Canadian GAAP — Royal Bank of Canada 40A 


Management's Discussion and Analysis 


Financial Priority: Balance Sheet and Capital Management 


Highlights | 
e Strong growth in consumer loans 


Issued $1.2 billion of subordinated debentures and $650 million of innovative Tier 1 capital (RBC TruCs) 


*¢ Deposits increased at a faster rate than in 1999 

e Internally generated capital of $1.5 billion 

a 

e Repurchased 19.7 million common shares for $660 million 


As shown in Table 18 below, cash resources decreased by $3.4 billion 
or 15% from 1999. In 1999, cash resources had been significantly 
increased in preparation for potential disruptions relating to the Year 
2000 issue. 

Total consumer loans (residential mortgage, personal and credit 
card loans) were up $8.5 billion or 10% from 1999. Residential mort- 
gages were up 6% and personal loans were up 11%. Credit cards 
increased $2.0 billion or 75%, partially reflecting the bank’s decision, 
in light of market conditions, to return to the consolidated balance sheet 
$1.2 billion of previously-securitized credit card receivables funded 


Table 18: Balance Sheet Growth 


by commercial paper, and the purchase of the $430 million Canadian 
credit card portfolio of Bank One in 2000. Business and government 
loans and acceptances increased by $5.2 billion or 8%. Loans in the 
United States and Asia were lower, as shown in Table 21 on page 47A. 

Deposits increased by 8% during 2000, with increases in both inter- 
national and Canadian deposits. Interest-bearing deposits accounted for 
over 80% of the total increase. Further details on deposits are provided in 
Table 25 on page 52A. 

Changes in capital are discussed on page 42A. 


($ millions) 2000 1999 
Components of growth in assets over prior year 
Cash resources $ (3,436) (15)% $ 6,647 41% 
Securities (1) 6,451 13 9,160 22 
Loans 
Residential mortgage (1) 3,742 6 2 U73 4 
Personal 2,764 11 2,494 11 
Credit card 2,000 75 721 oF 
Business and government 2,870 5 (7,922) (12) 
Assets purchased under reverse repurchase agreements (1,969) (10) 365 2 
9,407 6 (2,169) (1) 
Allowance for loan losses 13 1 142 7 
9,420 6 (2,027) (1) 
Other assets 6,655 20 (17,529) (34) 
Total change over prior year $ 19,090 77. $ (3,749) (1)% 
Components of growth in liabilities and shareholders’ equity over prior year 
Deposits 
Personal $e 2273 Beer oS 5) 1,449 2% 
Business and government 7,395 9 10,116 13 
Bank 5,331 Rs, (3,673) (20) 
14,999 8 7,892 4 
Other liabilities 1,336 2 (12,477) (16) 
Subordinated debentures 1,229 27 509 We 
Non-controlling interest 600 583 (396) (79) 
Shareholders’ equity 926 - 723 6 
Total change over prior year $ 19,090 7% $ (3,749) (1)% 


(1) Reflects mortgage securitization balances of $0.5 billion (1999 — $3.2 billion) that have been transferred to securities. 


Outlook 


e The bank expects consumer loan growth in 2001 to remain solid but to moderate somewhat from 2000 
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Capital Management 
Capital management requires balancing the desires for strong, competi- 
tive capital ratios and for maintaining high debt ratings with the need 
to also provide solid returns to shareholders. In striving for this balance, 
the bank considers expected levels of risk-adjusted assets and balance 
sheet assets, future investment plans and the costs and terms of current 
and potential capital issues. 

The bank is committed to maintaining strong capital ratios through 
internal capital generation, the issuance of capital instruments when 
appropriate and controlled growth in risk-adjusted assets. 


Balance Sheet Capital 

Total balance sheet capital, which includes shareholders’ equity and 
subordinated debentures, was $19.4 billion at October 31, 2000, 
up $2.2 billion from a year ago. The most significant factors behind the 
increase were $1.5 billion of internally generated capital and the net 
issuance of $0.6 billion of capital during 2000. 

In January and August 2000, the bank issued $500 million and 
$700 million of subordinated debentures, respectively. Debentures of 
$20 million matured during the year. 

In April 2000, the bank issued $50 million of common equity upon 
the conversion of Class C shares of the bank’s wholly owned subsidiary, 
Royal Bank DS Holding Inc., that had been issued on November 1, 1996, 
in connection with the acquisition of Richardson Greenshields. 

In July 2000, the bank issued $650 million of RBC TruCS, a form of 
innovative Tier 1 capital, which is reported as non-controlling interest in 
subsidiaries on the consolidated balance sheet. 

On February 23, 2000, the bank received stock exchange approval 
to amend its normal course issuer bid, increasing the number of common 
shares that could be purchased during the 12-month period ending 
June 23, 2000, from 3.5% to 6.0% of its common share float in June 
1999 (when the repurchase program was implemented), or 37.4 million 
shares. At the conclusion of the normal course issuer bid in June 2000, 
30.2 million common shares had been repurchased since June 1999 
at a cost of approximately $990 million, of which 19.7 million common 
shares were repurchased during fiscal 2000, at a cost of approximately 
$660 million. 

In August 2000, the bank announced a stock dividend of one 
common share for each outstanding common share. The effect of this 
one-for-one stock dividend was the same as that of a two-for-one split of 
the bank’s common stock. The common shares commenced trading on a 
post-stock dividend basis on September 25, 2000, (the record date) on 
the Toronto and Swiss Stock Exchanges, on September 26, 2000, on the 
London Stock Exchange, and on October 6, 2000, on the New York 
Stock Exchange. 

Common share dividends were $689 million, up $101 million from 
1999, and preferred share dividends were $134 million, down $23 mil- 
lion. The bank announced two increases in its quarterly common share 
dividend during the year, representing 25% growth, from $0.24 to 
$0.30. The dividend payout ratio (common share dividends as a per- 
centage of net income less preferred share dividends) was 32% in 2000 
and 37% in 1999. The target payout ratio is 30-40%. 

On September 28, 2000, the bank announced that it had signed a 
definitive merger agreement with Dain Rauscher Corporation (described 
on page 6) and mentioned that it would issue common shares of approx- 
imately $500 million, innovative Tier 1 capital up to $750 million as 
well as subordinated debentures. Subsequently, on December 6, 2000, 
the bank issued $750 million of innovative Tier 1 capital (RBC TruCs). 
In addition, the bank announced on November 30, 2000, that it had 
filed a preliminary prospectus for the issuance of common shares. 


Canadian GAAP — Royal Bank of Canada 42A 


Regulatory Capital 

Capital strength for Canadian banks is regulated pursuant to guidelines 
issued by the Superintendent of Financial Institutions Canada (OSF1), 
based on standards issued by the Bank for International Settlements 
(BIS) and Canadian GAAP financial information. 

Regulatory capital, which differs from capital recorded on the con- 
solidated balance sheet, is allocated into two tiers. Tier 1 capital 
comprises the more permanent form of capital. The components of Tier 1 
and Tier 2 capital are shown in Table 19 on page 43A. 

Regulatory capital ratios are calculated by dividing Tier 1 and Total 
capital by risk-adjusted assets. Risk-adjusted assets, as shown in 
Table 20 on page 44A, are determined by applying risk weights to bal- 
ance sheet assets and off-balance sheet financial instruments according 
to the relative credit risk of the counterparty. Risk-adjusted assets also 
include an amount for the market risk exposure associated with the 
bank's trading portfolio. 

The bank’s policy is to remain well capitalized so as to provide a 
safety net for the variety of risks that it is exposed to in the conduct of 
its business. In 1999, OSFI formally established risk-based capital targets 
for deposit-taking institutions in Canada. These targets are a Tier 1 capital 
ratio of at least 7% and a Total capital ratio of at least 10%. As at 
October 31, 2000, the bank’s Tier 1 and Total capital ratios were 8.6% 
and 12.0%, respectively, compared to 8.1% and 11.2% at October 31, 
1999. As mentioned in footnote (5) of Table 19 on page 43A, the 
bank’s pro forma capital ratios at October 31, 2000, after giving effect 
to acquisitions of Dain Rauscher Corporation, Liberty Life Insurance 
Company and Liberty Insurance Services Corporation, the issuance of 
$500 million of common shares and $750 million of innovative Tier 1 
capital, and the adoption of the new accounting standard on employee 
future benefits would have been: common shareholders’ equity to risk- 
adjusted assets of 7.3%; Tier 1 capital ratio of 8.0%; and Total capital 
ratio of 11.0%. 

The bank also monitors the common equity to risk-adjusted assets 
ratio. This ratio was 7.3% at October 31, 2000, up from 7.1% at 
October 31, 1999. 

The bank’s capital ratios on a U.S. basis, calculated using guide- 
lines issued to U.S. banks by the Board of Governors of the Federal 
Reserve System (FRB) and using U.S. GAAP financial information, are 
provided in Table 19 on page 43A. 


Pending Developments 

In 1999, BIS issued a proposal for a new capital adequacy framework to 
replace the previous Capital Accord of 1988, under which the bank is 
currently regulated. This proposal continues to be at the discussion 
phase and a further consultative paper is expected early in 2001. It is 
difficult at this stage to estimate the impact of these proposed amend- 
ments on the bank’s regulatory capital requirements. Implementation of 
final proposals is not likely to occur prior to 2002. 


Table 19: Capital Ratios «) 


($ millions) 


Management's Discussion and Analysis 


2000 1999 1998 


Tier 1 capital 
Common equity 


$ 11,504 $ 10606 $¢$ 9,748 


Non-cumulative preferred shares 2,037 2,009 2,144 

Non-controlling interest in subsidiaries 
RBC TruCS 650 - - 
Other 2723 22 247 
Goodwill (647) (611) (546) 
13,567 12,026 11,593 

Tier 2 capital 

Permanent subordinated debentures 457 44] 463 
Other subordinated debentures (2) 5,138 4,040 3,419 
General allowance (3) 1,188 1,080 850 
Non-controlling interest in subsidiaries ely 2 172 
_ 6,784 5,563 4,904 
Investments in unconsolidated subsidiaries and substantial investments (4) (1,307) (891) (17) 


Total capital 
Total risk-adjusted assets 


Capital ratios (5) 


$ 19,044 $ 16698 $ 16,480 
$ 158,364 $149,078 $ 157,064 


Common equity to risk-adjusted assets 7.3% Tele 6.2% 
Tier 1 capital to risk-adjusted assets 8.6% 8.1% 7A% 
Total capital to risk-adjusted assets 12.0% 11.2% 10.5% 
Assets-to-capital multiple (6) 15.3 165 16.7 
U.S. basis (5), (7) eo 
Tier 1 capital to risk-adjusted assets 7.8% 7.6% 6.8% 
Total capital to risk-adjusted assets 11.3% 10.7% 10.1% 
Equity to assets (8) 4.5% 4.6% 4.3% 
Tier 1 leverage (9) 4.2% 4.1% 4.0% 


(1) Using guidelines issued by the Superintendent of Financial Institutions Canada, based on standards issued by the Bank for International Settlements and Canadian GAAP financial information. 
(2) Subordinated debentures that are within five years of maturity are subject to straight-line amortization to zero during their remaining term and, accordingly, are included above at their 


amortized value. 


(3) | The general allowance for credit losses may be included in Tier 2 capital up to a maximum of .75% of risk-adjusted assets. On October 27, 2000, the bank entered into a five-year agreement 
with a AAA rated reinsurer, which requires the reinsurer to purchase up to $200 million of Non-cumulative first preferred shares at the October 27, 2000 market price, should the general 
allowance for credit losses be drawn down below a certain level. In management's view, if these shares had been issued today they would qualify as Tier 1 capital. 

(4) Relates primarily to investments in insurance subsidiaries (2000 — $960 million), which are excluded from risk-adjusted assets and deducted from Total capital beginning in 1999. Had this 
treatment for risk-adjusted assets and Total capital taken place in 1998, the Total capital to risk-adjusted assets ratio in that year would have been .2% lower under both the Canadian and 


U.S. basis. Amount also includes $5 million in 2000 for a first loss facility. 


(5) On September 28, 2000, the bank and Dain Rauscher Corporation announced that they had signed a definitive merger agreement (see note 12 of the consolidated financial statements), 


which will increase risk-adjusted assets by approximately US$2.3 billion and reduce Tier 1 capital by approximately US$947 million. On November 1, 2000, the bank adopted the new accounting 
standard on employee future benefits (see note 1 of the consolidated financial statements), which will reduce Tier 1 capital in the first quarter of 2001 by $221 million. Also on November 1, 
2000, the bank acquired Liberty Life Insurance Company and Liberty Insurance Services Corporation (see note 12 of the consolidated financial statements), which will reduce Total capital by 
US$580 million. On December 6, 2000, the bank issued $750 million of innovative Tier 1 capital (RBC TruCS). On November 30, 2000, the bank filed a preliminary prospectus providing for 
the issuance of $500 million of common shares, which will increase Tier 1 capital by the same amount. Had these five transactions taken place as at October 31, 2000, (assuming $500 million 
of issued common shares) the pro forma capital ratios would have been: common shareholders’ equity to risk-adjusted assets — 7.3%; Tier 1 capital ratio— 8.0%; and Total capital ratio— 11.0%. 
Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information, the pro forma capital ratios would have been Tier 1 
capital ratio - 7.5% and Total capital ratio - 10.4%. 


(6) Total assets and specified off-balance sheet financial instruments, as determined by the Superintendent of Financial Institutions Canada, divided by Total capital. 

(7) Using guidelines issued by the Board of Governors of the Federal Reserve System in the United States and U.S. GAAP financial information. 

(8) Average total shareholders’ equity divided by average total assets. 

(9) Tier 1 capital divided by adjusted average assets net of the allowance for credit losses (includes gross derivative-related amounts, goodwill and deferred income taxes). 
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Table 20: Risk-Adjusted Assets (1) 


Risk-adjusted balance 


Balance — Predominant risk 
($ millions) sheet amount weight (2) 2000 1999 
Balance sheet assets ( 
Cash resources $ 19,606 20%, Siememee) > ..3,785 
Securities sf aie 
Issued or guaranteed by Canadian or other OECD governments 205925 0% 28 23 
Other 36,085 100% 4,081 Ys AS 
Residential mortgages (3) 
Insured 30,491 0% 375 362 
Conventional 32,446 50% 17,008 15;979 
Other loans and acceptances (3) 
Issued or guaranteed by Canadian or other OECD governments 12,700 0% 1,221 1,119 
Other 108,638 100% 89,523 78,206 
Other assets 28,849 0% 4,664 5,596 
$ 289,740 $ 119,663 $ 109,449 
Credit Credit 
Contract conversion equivalent 
amount factor amount AY 
Off-balance sheet financial instruments i 
Credit instruments 
Guarantees and standby letters of credit ree gia cit 
Financial Ser el OFAO2 100% $ 10,402 100% §$ 8758 $ 9,399 
Non-financial 3,256 50% 1,628 100% 1,626 abeshe! 
Documentary and commercial letters of credit 456 20% 91 100% 86 TOT 
Securities lending 20,333 100% 20,333 0% 417 313 
Commitments to extend credit 
Original term to maturity of 1 year or less 97,966 0% - 0% = - 
Original term to maturity of more than 1 year 41,599 50% 20,799 100% 18,856 21,606 
Note issuance/revolving underwriting facilities 55 50% Wil 100% Ti 63 
Sl 74-167 San 37S30 $ 29.820 $ 32,799 
Gross positive Credit 
Notional replacement equivalent 
amount cost (5) amount (6) 
Derivatives (4) 
Interest rate contracts tsa . 
Forward rate agreements $otink6, 5L8sie uS Pow} 10 20% § aes 2 
Swaps 530,652 4,517 7,288 20% 1,892 1,769 
Options purchased 31,695 168 264 20% 61 120 
578,865 4,692 7,562 1,956 1,891 
Foreign exchange contracts 
Forward contracts 554,867 10,878 16,943 20% 4,741 3,820 
Swaps 63,048 2,636 5,421 20% 1,198 799 
Options purchased 47,400 934 1,494 20% 452 360 
665,315 14,448 23,858 6,391 4,979 
Other contracts (7) 14,227 1,423 2,208 50% 772 401 
Total derivatives before netting $ 1,258,407 20,563 33,628 9,119 Tate 
Impact of master netting agreements (10,498) (14,934) (3,713) (2,946) 
Total derivatives after netting $ 10,065 18,694 5,406 4,325 
Total off-balance sheet financial instruments $ 72,024 Seesoeeo $ 37,124 
General market risk 3,475 2,505 
Total risk-adjusted assets $ 158,364 $ 149,078 


(1) Using guidelines issued by the Superintendent of Financial Institutions Canada, based on standards issued by the Bank for International Settlements and Canadian GAAP financial information. 


(2) Represents the predominant counterparty risk-weighting for that category. 


(3) | Amounts are shown net of allowance for loan losses. 


(4) Futures and some purchased options are traded on exchanges and are subject to daily margin requirements. Such instruments are excluded from the calculation of risk-adjusted assets as they 


are deemed to have no additional credit risk. 


(5) Represents the total current replacement value of all outstanding contracts in a gain position. 


(6) Consists of (i) the total positive replacement value of all outstanding contracts, and (ii) an amount for potential future credit exposure. 


(7) Precious metals, commodity and equity-linked contracts. 
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Risk Management 


Overview 

The bank manages risk strategically to build shareholder value. The cor- 
nerstone of effective risk management in the bank is a strong risk man- 
agement culture, which is supported by numerous strategy and policy 
development processes, run jointly by risk management professionals and 
the businesses. This partnership approach is designed to ensure strategic 
alignment of business, risk and resource issues. 


_ Audit Committee of the Board of Directors 
e Oversees financial reporting process 
_ © Reviews internal control and audit procedures 


Group Risk Committee 
e Provides strategic guidance 


Management's Discussion and Analysis 


Although partnership is important, independence of the Group Risk 
Management function is essential. The Vice-Chairman and Chief Risk 
Officer, who reports directly to the Chairman and Chief Executive Officer, 
heads up a global function that has been structured to reflect the evolv- 
ing needs and strategic initiatives of the organization. A structure of 
management and board committees provides oversight of the risk man- 
agement process: 


Conduct Review and Risk Policy Committee of the Board of Directors 
e Oversees policies and procedures for compliance with the self-dealing’ 
provisions of the Bank Act and the risk management process 
e Reviews trends in risk profile 
e Reviews major risk policies and counterparty, 
country and sectoral exposures 


e Reviews overall risk policies and strategies 
e Chaired by Chairman & Chief Executive Officer 


Risk Management Committee 
Approves policies, processes and systems for 
_ management of risk across the group 
e Approves major country and sectoral strategies 
_e Reviews effect of changing conditions on 
business activities or risk profile 
Monitors portfolio quality 
e Chaired by Vice-Chairman & Chief Risk Officer 


Introduced in 1996, and updated in 2000, the Risk Pyramid is the pri- 
mary tool to assess risk across the bank. The Risk Pyramid gives the 
organization a common language for evaluating risk in business reviews, 
new businesses, new products, new initiatives, acquisitions or alliances. 
The Pyramid was initially developed as a communication tool and con- 
tinues to serve in that capacity. 


Group Risk Management professionals work in partnership with the busi- 
ness and functional units to identify risk, which is then measured, 
monitored and managed. In line with a group-wide portfolio management 
approach, portfolio analytical techniques are employed in an effort to 
optimize the risk/reward profile and ensure efficient allocation of capital 
within the bank. 


Asset/Liability Committee 
»@ Oversees market risk in non-trading operations, 
liquidity risk and capital management 
e Assesses balance sheet strategies to maximize shareholder value 
e Chaired by Vice-Chairman & Chief Financial Officer 


Interest Rate Risk Committee 
e Oversees interest rate risk management for 
non-trading operations 


Risk Pyramid 
wan pa 
Systemic 
Competitive Regulatory & 
Legal 
Strategic 
Reputational 
Insurance Operational 
Credit —- ‘Market += _—Liquidity Underwriting _ Technology 
Actuarial People 
Process 
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Credit Risk 

Traditionally, credit risk is considered to be the risk of loss due to the 
inability or unwillingness of a counterparty to fulfill its payment obliga- 
tions. However, the distinction from market risk is not clear-cut, since 
credit risk can also result from loss in market value due to deterioration 
in the financial position of a counterparty. A disciplined approach to 
credit risk management preserves the independence and integrity of risk 
assessment while being integrated into business management processes. 
Policies and procedures, which are communicated throughout the orga- 
nization, guide the day-to-day management of credit exposure and are an 
essential part of the bank’s business culture. 

Subject to the overriding principle of portfolio diversification, the 
bank focuses on: 

e Strategic and profitable client relationships, existing as well as 
prospective 

° Industries where Canadian companies enjoy a particular competi- 
tive advantage or where the bank has developed special expertise 

e — Volume-based sectors that generate an attractive return for the risk 

(small business, public sector and agriculture) 

The “new economy” sectors (information technology, telecommunica- 
tions and media) have provided many business opportunities over the 
past year. The bank has actively participated in the financing of both 
mergers & acquisitions and new build-outs, capitalizing on the oppor- 
tunities to enhance returns while rigorously applying key credit risk 
principles. Given the volatility of share prices of technology companies, 
a key priority was the need to ensure that the bank’s portfolio would not 
be compromised in the event of low market valuations. Thus, while trans- 
actional activity in these sectors was substantial, outstanding exposure 
has grown only marginally. 

At October 31, 2000, the bank’s loans to telecommunication and 
cable companies was $4.8 billion, of which 66% was investment grade. 
Telecommunication loans alone were $3.3 billion, of which 63% were 
investment grade. Gross impaired loans to the telecommunication and 
cable sectors were less than $5 million in 2000. 

- The bank continues to pursue business in sectors where it has 
developed an expertise (communications, media and technology, energy 
and mining). Increasing emphasis is placed on the risk/return balance 
of individual transactions as well as their impact on portfolio diversifi- 
cation, and particular attention is being given to the appropriate 
balance between “new economy” and “old economy” or resource-based 
sectors. Exposure to highly cyclical sectors with traditionally high debt 
levels (forest products and commercial real estate) continues to be 
closely managed. 
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The bank has stayed the course on exposure to emerging markets. 
Credit risk in Asia (excluding Japan), Latin America, Central & Eastern 
Europe, Middle East and Africa was reduced further although not to the 
significant degree of the previous year. Remaining exposure in these 
markets is largely to companies with significant North American opera- 
tions that offer the prospect of fee-generating business in their home 
market. Exposure has also been reduced in other countries as increasing 
emphasis has been placed on the risk/return profile of each client: the 
bank does not intend to assume credit risk on a stand-alone basis if a 
relationship does not meet the overall return targets. 

Portfolio composition by product continues to shift away from tradi- 
tional lending, particularly in global banking relationships. Emphasis is 
placed on trading activities such as foreign exchange, swaps, options, 
equity derivatives and fixed income products. Specialized teams in 
Toronto, New York, London and Sydney handle these transactions. 
Resident independent middle offices ensure that risk guidelines are 
adhered to. New products or structures must be approved by Group Risk 
Management in Toronto following risk analysis and stress testing. 
Exposure control of trading products has two levels. First, individual 
credit lines must be approved for every counterparty. Second, overall 
usage of approved lines is capped by product group, counterparty loca- 
tion or industry. Such limits are particularly important in the financial 
industry, as banks account for approximately 35% and non-bank finan- 
cial institutions for a further 15% of all the bank’s commercial credit 
authorizations. 


Corporate & Investment Banking 

For the large corporate client base, the bank uses a strategic approach to 
the management of risk. This incorporates forward-looking strategic lim- 
its for sectors, countries and clients based on risk analysis, business 
opportunities and the bank’s risk appetite. Over the past year, portfolio 
rebalancing has continued with greater focus on selected strategic global 
industry sectors and core clients, and reduction in exposures in certain 
international markets. Portfolio management continues to play an 
ever-increasing role in optimizing the risk/reward profile through the 
development of comprehensive portfolio modelling techniques. 


Personal & Commercial Financial Services 

The overall economy has continued to allow for growth in the personal 
and commercial portfolios. Use of automated scoring decisioning has 
continued, and is being augmented by dataflows to support more sophis- 
ticated portfolio quality management, risk pricing, sensitivity testing and 
efficiencies. Industry specialization within the commercial portfolio was 
focused upon in 2000 and is expected to carry through into 2001, giving 
the bank the ability to enhance its services to that market. 


Table 21: Loans and Acceptances 


(1) 


Management's Discussion and Analysis 


(1) Based on residence of borrower. 


($ millions) 2000 1999 1998 1997 1996 2000 1996 
. Canada 
Atlantic provinces $9,690, $. 8,840 $ 8,052 $7,714 $ 7,233 5.2% 5.0% 
Quebec 16,191 14,936 14,066 14,758 14,780 8.7 10.2 
Ontario 73,124 67,120 64,566 65,538 56,333 39.3 38.8 
Prairie provinces — 29,402 Pas aye lk 23,288 22,150 17,814 15.8 IPAS) 
_ British Columbia 25,118 Zoomer 22,295 21,646 19,782 13.5 13.6 
Total Canada é 153,525 139,558 132,267 131,806 115,942 82.5 79.9 
International 
United States 15,939 17,247 17,728 12,968 10,740 8.6 7.4 
Europe, Middle East and Africa 9,782 9,642 16,822 13,341 10,036 5.2 6.9 
Caribbean 2,059 1,502 1,573 1,274 1,104 a Ose E 8 
Latin America 1,842 2,309 3,875 3,493 2,162 1.0 ES 
Asia 1,781 2,417 4,550 boiz 5033 1.0 BS 
Australia and New Zealand 1,218 1,693 1,085 343 72 6 = 
Total international 32,621 34,810 45,633 36,791 29,147 17.5 ; 20.1 
Total loans and acceptances 186,146 174,368 177,900 168,597 145,089 100.0% 100.0% 
Allowance for loan losses (1,871) (1,884) (2,026) (1,769) (1,875) 
Total $ 184,275 $ 172,484 $175,874 $ 166,828 $ 143,214 
Canada 
Consumer : 
Residential mortgage Sol aad, $ 58,524 $ 56,437 $ 52,835 $ 47,613 33.0% 32.8% 
Personal 27,207 24-353 21,814 20,214 17,817 14.6 as 
Credit card 4,666 2,666 1,945 2,324 SIOZ 2.5 2.4 
93,317 85,543 80,196 75,373 68,952 50.1 47.5 
Business and government loans 
and acceptances 
Small business 11,701 10,334 8,452 W325 6,555 6.3 4.5 
Agriculture 4,931 4,217 Byisi5il 3,479 2,988 PATE al 
Energy 3,754 51550 3,442 3,845 2,349 2.0 1.6 
Commercial mortgages 2,961 2,635 2,434 2,392 2,166 1.6 15 
Consumer goods 2,874 2,086 2,802 2,/87 2,813 1.5 1.9 
Commercial real estate 2,594 2,400 2I523 2,872 3,285 1.4 es} 
Industrial products 2,470 2,301 2,241 2,137 1,948 1.3 18S 
Information technology and media 2,338 1,851 1,524 1,340 Irs}! 3 9 
Financial services 2,218 1,567 1,718 1,976 1,678 1.2 12 
Transportation and environmental (1,519 562 L392 1,481 908 8 1.3 
Government 1,385 2,105 1,951 F575 1,891 8 is 
Forest products 1,362 FT 5 1,728 1,976 1,856 7 eis} 
Other 8,007 6,106 6,025 6,427 5,162 4.3 3.6 
48,114, 41,665 40,083 39,612 35,925 25.9 24.8 
Reverse repurchase agreements 12,094 125350 11,988 16,821 11,065 6.5 7.6 
Total Canada 153,525 139,558 132,267 131,806 115,942 82.5 79.9 
International 
Consumer 
Residential mortgage 1,540 718 632 534 507 8 4 
Personal — 812 902 947 650 623 5 4 
2,352 1,620 1,579 1,184 1,130 1.3 
Business and government loans | 
and acceptances ; 
Energy 3,051 3,887 4,702 3,877 2,045 1.6 1.4 
Consumer goods 1,111 1,411 2,756 ZISOO 2,518 6 ie 7 
Commercial real estate 271 464 862 926 1,078 ae GH, 
Industrial products 1,749 1,325 1,881 2,589 2,633 9 1.8 
Information technology and media 4,710 3,824 5,238 4,722 3,267 2.5 2.2 
Financial services 7,912 6,937 10,896 IES Se) SBS) 4.3 6.6 
Transportation and environmental 1,487 1,975 2,296 1,762 1,421 8 1.0 
Government 167 WUE 492 622 2S a 5 
Automotive 513 878 2,264 Ly iil 1,243 73 9 
Other 3,089 3,794 4,748 37/98 3,147 1:7; Zee. 
24,060 25,268 36,135 33,786 27,636 12.9 19.0 
Reverse repurchase agreements 6,209 7,922 7,919 1,821 381 3.39 8 
Total international 32,621 34,810 45,633 36,791 29,147 17.5 20.1 
Total loans and acceptances 186,146 174,368 177,900 168,597 145,089 100.0% 100.0% 
Allowance for loan losses (1,871) (1,884) (2,026) (1,769) (1,875) 
Total $ 184,275 $172,484 $175,874 $ 166,828 $ 143,214 
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Table 22: Foreign Outstandings (1) 


2000 1999 1998 
% of total % of total % of total 
($ millions) assets assets assets 
United States — Banks $ 5,462 $ 4,208 $ 2,590 
Government 889 486 597 
Other 30,034 23,865 27,008 
36,385 12.56% 28,559 10.55% 30,195 11.00% 
Western Europe 
United Kingdom — Banks 4,347 4,960 4,593 
Government 26 79 113 
Other 5,791 : 4,308 5,759 
10,164 e351 9,347 3.45 10,465 3.81 
France — Banks 2,379 2,082 2,785 
Government 45 By 5 
Other 1,552 piel 784 1,077 
~3,976 L3f 2,923 1.08 Steen alee?) 
Germany — Banks 5,471 5,608 5335 
Government a 291 262 
Other 643 268 143 
6,115 2.11 6,167 2.28 5,740 2.10 
Netherlands 1,300 45 - 2,060 76 1,184 ‘A3 
Switzerland 1,687 58 2,044 76 1,950 ilk 
Other 4,305 1.49 4,309 1.59 3,956 1.45 
27,547 9.51 26,850 9.92 2772 9.91 
Central/Eastern Europe, Middle East and Africa : as 
Saudi Arabia 225 08 — 255 09 278 10 
Turkey 109 -04 80 .03 208 .08 
Other 311 .10 434 BLG 613 “22 
645 .22 769 28 1,099 -40 
Latin America : ; 
Argentina 324 anil 437 .16 978 .36 
Brazil 75 02 160 .06 584 21 
Chile 751 26 640 24 851 B81 
Colombia 165 .06 229 .08 347 a3 
Mexico 343 rile: 665 .24 1,054 38 
Other 47 =02 43 .02 ig Gal .04 
1,705 59 2, LA: 80 3,925 1.43 
Caribbean 3 
Bahamas 1,549 54 1,674 .62 1,149 42 
Other 1,952 : .67 1,236 46 1,607 .58 
3,501 1.21 2,910 1.08 2,756 1.00 
Asia 
Japan — Banks 634 390 1,073 
Government 1,599 625 1,029 
Other 1,000 1,256 1E5S7 
3,235 ede Ze 84 3,699 35 
China 31 Ol Sy 02 245 .09 
Hong Kong 19 “OF 324 sl 872 oe 
Indonesia 16 .O1 94 .03 179 .07 
Singapore 336 11 411 wis) 484 18 
South Korea 338 ail 462 ally 603 YP 
Taiwan 77 .03 PAPEL .08 898 ats: 
Thailand 1 - 45 .02 198 OF 
Other 44 .O1 43 .02 83 .02 
4,095 1.41 3,899 1.45 7,261 2200 
Australia and New Zealand 1,775 61 2,444 .90 1,460 53 
Allowance for loan losses (2) (441) (.15) (389) (.14) (366) (.13) 
Total $ 75:22 25.96% $ 67,216 24.84% $ 73,502 26.79% 


(1) Includes the following assets with borrowers or customers in a foreign country: loans, accrued interest, acceptances, interest-bearing deposits with other banks, securities, other interest-earning 
investments and other monetary assets including net revaluation gains on foreign exchange and derivative products. Local currency outstandings, whether or not hedged or funded by 
local currency borrowings, are included in country exposure outstandings. Foreign outstandings are reported based on location of ultimate risk. 
(2) The allowance for loan losses includes the country risk allowance and the international component of the specific and the general allowance. 
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Operational Risk 

Operational risk is the risk of direct or indirect loss resulting from inade- 
quate or failed processes, technology or human performance, or from 
external events. Its impact can be financial loss, loss to reputation, loss 
of competitive position or regulatory censure. 

While operational risk can never be fully eliminated, the bank 
endeavours to minimize it by ensuring that the appropriate infrastruc- 
ture, controls, systems, and trained and competent people are in place 
throughout the group. Dedicated professionals are in place to identify 
and implement best industry practices in the area of operational risk 
management. 

The bank has been proactive in developing and implementing new 
methodologies for the identification, assessment and management of 
operational risk. 

Again this year, all major business units were reviewed to determine 
the potential for high-impact but low-probability operational loss events. 
This risk assessment formed the basis for the internal allocation of oper- 
ational risk capital for fiscal 2001. More in-depth operational risk self- 
assessments were also conducted in a number of major business units, 
resulting in action plans taken on by the businesses to manage their risks 
more proactively. 

The bank’s focus in 2001 is on the continuous improvement of 
operational risk assessment tools and processes across the organization, 
development of operational risk quantification methodologies, and stay- 
ing at the forefront of best risk management practices. 


eBusiness Risk 
eBusiness brings together different cultures, industry practices, processes, 
talents and complex value chains. With this in mind, along with the speed 
of eBusiness growth and technological change, the bank is keeping 
abreast of risk management industry best practices as they develop. 
Security, privacy and the management of technology are the risks 
most commonly cited and the trends are closely monitored and managed 
within the bank. Some unique and potentially high risks include strategic/ 
business planning; business continuity; project management; and recruit- 
ment and retention of specialized human resource skills and competencies. 
The bank recognizes that eBusiness risk identification and management 
is an evolving process that will have to keep pace with changing business 
models and opportunities. By establishing a focal point for eBusiness 
risk, the bank intends to be a leader in eBusiness governance. 


Market Risk 
Market risk is the risk of loss that results from changes in interest rates, 
foreign exchange rates, equity prices and commodity prices. 


Interest Rate Risk 

Interest rate risk is the potential adverse impact on the bank’s earnings and 
economic value due to changes in interest rates. The key sources of inter- 
est rate risk to which the bank is exposed are repricing mismatch risk, 
credit spread risk, basis risk and options risk. Repricing mismatch risk 
arises when there are mismatches or gaps in the amount of assets, liabili- 
ties and off-balance sheet instruments that mature or reprice in a given 
period, primarily due to customers’ differing term preferences. Credit 
spread risk arises when there are changes in the credit spread that result 
from changes in the market’s perception of general or specific credit qual- 
ity and liquidity. Basis risk arises when the differentials between various 
indices upon which the bank prices its products change. Options risk 
arises from the effect of interest rate movements and changes in volatilities 
on the market value of the options within the bank’s portfolios. 


Management's Discussion and Analysis 


Foreign Exchange Rate Risk 

Foreign exchange rate risk is the potential adverse impact on the bank’s 
earnings and economic value due to currency rate movements. The bank 
is exposed to foreign exchange rate risk in both the spot and forward 
foreign exchange markets and in the options market. Spot foreign 
exchange risk arises when the total present value of assets in any cur- 
rency does not equal the total present value of liabilities in that currency. 
Forward foreign exchange risk arises when, for a given currency, the 
maturity profile of forward purchases differs from the maturity profile of 
forward sales. Options risk arises from the effect of interest rate and 
exchange rate movements and changes in volatilities on the market value 
of the options within the bank’s portfolios. 


Equity Risk 

Equity risk is the potential adverse impact on the bank’s earnings due to 
movements in individual equity prices or general movements in the value 
of the stock market. The bank is exposed to equity risk from the buying 
and selling of equities as a principal in its brokerage business. Equity 
risk also results from the bank’s trading activities, including the providing 
of tailored equity derivative transactions to clients, arbitrage trading and 
proprietary trading. 


Commodity Risk 

Commodity risk is the potential adverse impact on the bank’s earnings 
and economic value due to movements in commodity prices. The bank’s 
commodity risk arises primarily through exposures to movements in the 
price of precious metals. There is minimal exposure to commodity risk in 
the bank’s trading portfolio. 


The level of market risk to which the bank is exposed varies continually, 
reflecting changing market conditions, expectations of future price and 
market movements and the composition of the bank’s trading and non- 
trading portfolios. The bank has established risk management policies 
and limits for its trading and asset/liability management activities that 
allow it to monitor and control the exposure to market risk resulting from 
these activities. 


Trading Activities 

The market risk associated with trading activities is a result of market- 
making, positioning and sales and arbitrage activities in the foreign 
exchange, interest rate, equity and commodity markets. The bank's trad- 
ing operation has a primary role of acting as a market-maker or jobber, 
executing transactions that meet the financial requirements of its cus- 
tomers, and transferring the market risks to the broad financial market. 
The bank also acts as principal and uses market risk positions within the 
authorizations granted by the board. This risk is managed primarily 
through a Value-At-Risk (VAR) methodology. 

VAR is a generally accepted risk measurement concept that uses 
statistical models to estimate within a given level of confidence the max- 
imum loss in market value that the bank would experience in its trading 
portfolios from an adverse one-day movement in market rates and prices. 
The bank’s VAR measure is based on a 99% confidence level and is an 
estimate of the maximum potential trading loss in 99 out of every 100 
days. The bank uses an historical simulation of the previous 500 trading 
day scenarios to determine VAR for its trading portfolio. The graph on 
page 50A shows the daily net trading revenue compared to the global 
trading VAR amounts for the year ended October 31, 2000. Net trading 
revenue is defined as the sum of the mark-to-market adjustments booked 
on trading positions and net interest income accrued from trading 
assets. During fiscal 2000, the bank did not experience a day with trad- 
ing losses in excess of VAR. 
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Table 23: Market Risk Measures — Trading Activities (1) 


2000 1999 
($ millions) Year-end High Average Low Year-end High Average Low 
Global VAR by major risk category : 
Equity $ 14 «$ 22°25 13 $ 6 $ 2 aa * jap Ter aS 7 
Foreign exchange and commodity 4 11 5 2 6 ly fi 4 
Interest rate 7 9 5 Ss 6 11 6 3 
Global VAR (2) So lee 24 $ 16-23-6510 $ Saeed 28 $ 20m 4 10 
(1) | Amounts are presented on a pre-tax basis and represent one-day VAR at a 99% confidence level. 
(2) Global VAR reflects the correlation effect from each of the risk categories through diversification. 
In the last year, the bank expanded the scope of its interest rate products to Daily Net Trading Revenue vs. Global Trading VAR 
include credit derivatives. Credit derivatives allow trading of credit risk sep- = ier) 
arate from an underlying instrument. For example, credit exposure to a 20 
company can be acquired or divested through a credit derivative without a 
actually owning a loan or bond issued by the company. Credit derivatives 
are one of the fastest growing over-the-counter trading products. Credit oe 
derivatives are provided to institutional and corporate clients and are also 5 
used by the bank in the management of its lending portfolio. 0 
Table 23 above shows the year-end, high, average and low VAR by & 


major risk category for the bank’s combined trading activities for the years 
ended October 31, 2000 and 1999. The table also shows the bank’s 
global VAR, which incorporates the effects of correlation in the movements 
of interest rates, exchange rates, equity prices and commodity prices and 
the resulting benefits of diversification within the bank’s trading portfolio. 


The bank also performs analysis on the potential trading losses due 
to stress events as a supplementary control on its market risk exposure. 
This is accomplished through applying historical and internally devel- 
oped scenarios to the daily trading positions to monitor the effect of 
extreme market movements on the value of its portfolio. wae 

: ; ? ns Global VAR by Major Risk Category 

The Group Risk Management function, which is independent of the (C$ millions) 

trading operations, is responsible for the daily monitoring of global trading 


Nov. 99 otiew ' Oct. 00 


— Daily net trading revenue — Global trading VAR 


risk exposures. The function uses the bank’s VAR methodology to compare 2 
actual exposures to the limits established, to assess global risk/return - : 
trends and to alert senior management of adverse trends or positions. The (5) | Mh ante’ AA RY i A} Wir lt Mp M\ | mn wa 
function also develops and implements comprehensive risk measure- y Var Mah i Wit } | | 
ment policies and risk limits that apply to trading activities. a) ae ‘i \} 

(10) 


As management recognizes that VAR is not an absolute measure of 
market risk, other limits are also established to control market liquidity 
risks, net position gap, term and volume for all products. This compre- (15) 
hensive market risk management framework ensures that an appropriate 


diversification of risks through policies is adopted on a global basis. 
(20) 


Histogram of Daily Net Trading Revenue 
(number of days) 
(25) : : : as 
50 : Nov. 99 Oct. 00 


— Daily equity VAR — Daily foreign exchange VAR — Daily interest rate VAR 


Asset/Liability Management Activities of the Bank’s Non-Trading Portfolio 
Core banking activities, such as deposit taking and lending, expose the 


30 bank to market risk, mostly in the form of interest rate risk. The risk is 
managed within economic value risk and net interest income risk limits 
approved by the Group Risk Committee. The risk limits are based on an 

wan i = 
5 0 5 10 15 2 


N 
Oo 


immediate and sustained 200 basis point parallel movement in rates 
across all maturities. Economic value risk measures the adverse net 
impact on the present value of both on- and off-balance sheet assets and 
liabilities. The limit for economic value risk is $1.1 billion or about 10% 
of the bank’s common equity. Net interest income risk measures the 

0 25 adverse impact on net interest income over the next 12 months. The net 
interest income risk limit is $300 million. . 

The Corporate Treasury function actively monitors and manages the 
Canadian domestic non-trading book. It also oversees a limited number 
of authorized units that manage their interest rate exposure at a decen- 
tralized level within established risk limits. 


ee 
jo} 


e) s 
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Daily net trading revenue in C$ millions 
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In managing the Canadian domestic non-trading book, the goal is to 
achieve a balance between reducing risk from adverse movements in 
interest rates and enhancing net interest income. To achieve this, deriv- 
ative instruments, primarily interest rate swaps, are used to adjust the 
risk profile of the book taking into account the shape of the yield curve, 
expected changes in the level of interest rates and the current level of 
risk being carried. When appropriate, the bank will also purchase options 
to hedge some of the embedded options inherent in certain deposit and 
loan banking products. Embedded options allow bank customers to alter 
the maturity profile of their deposit or loan products. The most prevalent 
types of embedded options are early redemption features in certain term 
deposit products and prepayment options in some loan products. 

The primary analytical techniques used by the bank to measure the 
economic value risk and het interest income risk and to manage non-trading 
interest rate risk are scenario analysis and starting position analysis. 
Scenario analysis is forward looking, and enables the bank to forecast net 
interest income and analyze the impact under numerous economic and 
interest rate scenarios. It incorporates assumptions about pricing strate- 
gies, volume and mix of new business, expected changes in the level of 
interest rates, changes in the shape of the yield curve and other factors 
such as the impact of embedded options. Starting position analysis pro- 
vides the framework for measuring economic value and net interest income 
risk exposures against limits at a point in time. The results of the scenario 


Table 24: Market Risk Measures — Non-Trading Activities 


Management's Discussion and Analysis 


and starting position analysis assist in determining the risk/return tradeoffs 
of potential hedging and investment strategies. This allows the bank to 
achieve a balance between enhancing net interest income and reducing 
the risk of lower earnings from adverse movements in interest rates. 

Table 24 below presents the potential impact of a 100 and 200 
basis point increase and decrease on the bank’s economic value and on 
current earnings from changes in interest rates on the non-trading port- 
folio of the bank. These measures are based on the bank’s interest rate 
sensitivity position at October 31, 2000, including all repricing assump- 
tions. These measures assume that no further hedging is undertaken and 
that all assets and liabilities reprice by the defined amounts. 

The domestic interest rate sensitivity position at October 31, 2000, 
including all repricing assumptions, reflects a view on future interest rate 
movements relative to the current yield curve. The risk position has been and 
is currently being actively managed to reflect the relative stability of interest 
rates since mid-2000. The bank’s view is that medium-term and long-term 
rates reached a cyclical peak during the first nine months of fiscal 2000. 
While some short-term volatility is possible, the bank is positioning itself 
for fairly stable or modestly declining rates during fiscal 2001. 

All interest rate measures in this section are based upon the bank’s 
interest rate exposures at a specific time. The exposures change contin- 
ually as a result of the bank’s day-to-day business activities and its risk 
management initiatives. 


2000 1999 
Economic Net interest Economic Net interest 
($ millions) value risk (1) income risk (1) value risk (1) income risk (1) 
100bp increase $ (306) $ FAs, O$ (267) $ 87 
100bp decrease 241 (84) Pals) (91) 


200bp increase 
200bp decrease 


$ (628) $ 129 $ (544) $ 167 
473 (170) 416 (217) 


(1) Amounts are presented on a pre-tax basis and represent changes in economic value and net interest income from changes in interest rates as at October 31. 


Liquidity Risk 

The objective of liquidity management is to ensure that the bank has the 
ability to generate sufficient cash or its equivalents, in a timely and cost- 
effective manner, to meet its commitments as they fall due. Liquidity 
management is critical in protecting the bank’s capital, maintaining 
market confidence and ensuring that the bank can expand into profitable 
business opportunities. 

The bank’s liquidity management framework includes policies for 
several key elements, such as minimum levels of liquid assets to be held 
at all times. The bank uses liquid assets and repurchase and reverse 
repurchase agreements when managing its short-term liquidity. Liquid 
assets and assets purchased under reverse repurchase agreements 
(before pledging, see next paragraph) totalled $97.5 billion or 34% of 
total assets at October 31, 2000, as compared to $96.6 billion or 36% 
of total assets at October 31, 1999. Canadian dollar liquid assets are 
primarily marketable securities, and much of the bank’s foreign cur- 
rency liquid assets are issued by highly rated foreign banks. 

Policies are also in place to ensure that the bank is able to meet 
potential pledging requirements that may arise. At October 31, 2000, 
$27.6 billion of assets had been pledged as collateral, including obliga- 
tions related to assets sold under repurchase agreements. For further 
details, see note 12 of the consolidated financial statements. 


Another key element of the liquidity management framework is 
cash flow management. There are limits on the maximum net outflow of 
funds for specified time periods, particularly for key short-term time hori- 
zons. Scenario analysis is performed on the assumed behaviour of cash 
flows under varying conditions to assess funding requirements and is 
updated as needed to reflect changing conditions. 

The bank’s framework also incorporates liquidity contingency plan- 
ning to assess the nature and volatility of funding sources and to 
determine alternatives to these sources. The contingency plan would be 
activated to ensure that the bank’s funding commitments could be met 
in the event of general market disruption or adverse economic conditions. 
The plan is reviewed and updated at least annually. 

Funding diversification is another key element of liquidity manage- 
ment. As shown in Table 25 on page 52A, deposits from consumers 
comprise 44% of the bank’s deposits, versus 46% in 1999. Business and 
government deposits as a percentage of total deposits remain at 46%. 
Consumer deposits represent the prime source of Canadian dollar 
deposits, while foreign currency deposits are primarily from large corpo- 
rations and foreign banks, including central banks. The bank manages 
its liquidity through a strategically diversified portfolio of funding instru- 
ments. Diversification of funding instruments is achieved through the 
consideration of type and country of origin of depositors, by term and 
through various locations and legal entities. 
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In 2000, the bank broadened its funding capacity. First, it increased 
its wholesale funding by issuing $3,339 million of senior deposit notes in 
various currencies. Second, the bank issued $1.2 billion of subordinated 
debentures and $650 million of innovative Tier 1 capital as outlined in 
the Capital Management section on page 42A. 

These alternative activities have strengthened the bank’s domestic 
and foreign funding presence. Their future use will be continually assessed in 
light of market conditions and their impact on traditional funding sources. 

The bank continues to securitize $1.1 billion of credit card receiv- 
ables funded by medium-term notes but, in light of market conditions, 


Table 25: Deposits 


$1.2 billion of previously-securitized credit card receivables funded by 
commercial paper were returned to the balance sheet. Credit card receiv- 
ables currently funded on-balance sheet will be continually considered for 
future securitization and, as a result, are a source of alternative funding 
and capital relief. 

During 2000, the bank securitized $500 million of residential 
mortgages into mortgage-backed securities, which are available to sup- 
port the bank’s activity in the domestic clearing and payment system or 
can be sold to generate funds. 


2000 1999 1998 
($ millions) Demand Notice Term Total Total Total 
Personal Sein 6591 $26,222. $. 56.819 im 89,632 $ 87,359. .$ 85,910 
Business and government 24,162 8,844 60,612 93,618 86,223 76,107, 
Bank 2,104 202 17,340 19,646 VAST 17,988 
Total $ 32,857 $ 35,268 $ 134,771 $ 202,896 $ 187,897 $ 180,005 
Non-interest-bearing ‘ 13 
Canada $1943) $ 16,876 _ $ .14,383 
International 863 666 430 
Interest-bearing 
Canada 116,113 112,430 109,150 
International 66,489 57,925 56,042 
Total $ 202,896 $¢ 187,897 $ 180,005 


1999 Compared to 1998 

The following discussion and analysis provides a comparison of the bank’s 
results of operations for the years ended October 31, 1999 and 1998. This 
discussion should be read in conjunction with the consolidated financial 
statements and related notes on pages 53A to 77A. This portion of the 
management's discussion and analysis is based on amounts reported in the 
consolidated financial statements and does not exclude one-time items. 


Business Segment Results 

Personal & Commercial Financial Services’ net income decreased 5% to 
$956 million in 1999, partially due to a restructuring charge of $50 mil- 
lion. Return on common equity declined 720 basis points to 19.9%, 
largely due to the re-allocation of common equity from the Other segment 
to the four operating segments to cover non-trading market risk. The effi- 
ciency ratio increased 30 basis points to 63.9% in 1999, also partially 
reflecting the above-mentioned restructuring charge. 

Wealth Management’s 1999 net income was up 9% from 1998 to 
$280 million. Return on common equity declined by 560 basis points 
to 59.6% due to the re-allocation of common equity mentioned above. 
The efficiency ratio increased by 140 basis points to 78.9%. 

Corporate & Investment Banking’s net income increased 32% in 1999 
to $307 million. Return on common equity improved by 50 basis points 
to 15.6%. The efficiency ratio increased 380 basis points to 65.1%. 

Transaction Processing’s 1999 net income was up 282% to $107 mil- 
lion due to lower provision for credit losses. Return on common equity 
improved from 5.0% to 27.7%. The efficiency ratio increased 370 basis 
points to 69.5%. 
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Net Interest Income 

Net interest income increased 1% to $5.2 billion in 1999 from $5.1 billion 
in 1998 partially due to higher volumes of interest-bearing assets, which 
were offset by a change in reporting for equity derivatives. 


Other Income 
Other income increased 10% to $5.5 billion in 1999, driven by revenue 
gains from all of the operating segments and a gain on sale of real estate. 


Non-Interest Expenses 

Non-interest expenses increased 10% to $7.1 billion. The increase was 
primarily caused by higher human resource and one-time expenses 
largely related to a restructuring charge in 1999. The efficiency ratio was 
66.4% in 1999 compared to 63.4% in 1998. 


Taxes 

The bank’s income and other taxes for 1999 were $1.6 billion, for an 
effective total tax rate of 47.4%. Income and other taxes were $1.8 bil- 
lion in 1998, while the effective total tax rate was 48.0%. 


Provision for Credit Losses 
The provision for credit losses increased to $760 million in 1999 from 
$575 million in 1998. This increase resulted largely from a higher gen- 
eral provision of $230 million in 1999 versus $100 million in 1998. 
The general allowance for credit losses was increased by $230 mil- 
lion in 1999 to $1,080 million or .72% of risk-adjusted assets, up 
from .54% in 1998. The total allowance for loan losses was $1.9 billion 
or 1.1% of total loans versus 1.2% in 1998. 
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Management’s Responsibility for Financial Reporting 

The accompanying consolidated financial statements of Royal Bank of 
Canada were prepared by management, which is responsible for the 
integrity and fairness of the information presented, including the many 
amounts that must of necessity be based on estimates and judgments. 
These consolidated financial statements were prepared in accordance 
with Canadian generally accepted accounting principles, including the 
accounting requirements of the Superintendent of Financial Institutions 
Canada. Financial information appearing throughout this Annual Report 
is consistent with these consolidated financial statements. Management 
has also prepared consolidated financial statements for Royal Bank of 
Canada in accordance with United States generally accepted accounting 
principles, and these consolidated financial statements have also been 
provided to shareholders. 

In discharging its responsibility for the integrity and fairness of the 
consolidated financial statements and for the accounting systems from 
which they are derived, management maintains the necessary system of 
internal controls designed to ensure that transactions are authorized, 
assets are safeguarded and proper records maintained. These controls 
include quality standards in hiring and training of employees, policies and 
procedure manuals, a corporate code of conduct and accountability for 
performance within appropriate and well-defined areas of responsibility. 

The system of internal controls is further supported by a compliance 
function, which ensures that the bank and its employees comply with 
securities legislation and conflict of interest rules, and by an internal audit 
staff, which conducts periodic audits of all aspects of the bank’s operations. 

The Board of Directors oversees management’s responsibilities 
for financial reporting through an Audit Committee, which is composed 
entirely of directors who are neither officers nor employees of the bank. 


Auditors’ Report 
To the Shareholders of Royal Bank of Canada 


We have audited the consolidated balance sheet of Royal Bank 
of Canada as at October 31, 2000 and 1999, and the consolidated 
statements of income, changes in shareholders’ equity and cash flows for 
each of the years in the three-year period ended October 31, 2000. 
These consolidated financial statements are the responsibility of the 
bank’s management. Our responsibility is to express an opinion on these 
consolidated financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally 
accepted auditing standards. Those standards require that we plan and 
perform an audit to obtain reasonable assurance whether the consoli- 
dated financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the consolidated financial statements. An audit also 
includes assessing the accounting principles used and significant esti- 
mates made by management, as well as evaluating the overall financial 
statement presentation. 


This Committee reviews the consolidated financial statements of the 
bank and recommends them to the board for approval. Other key respon- 
sibilities of the Audit Committee include reviewing the bank’s existing 
internal control procedures and planned revisions to those procedures, 
and advising the directors on auditing matters and financial reporting 
issues. The bank’s Compliance Officer and Chief Internal Auditor have 
full and unrestricted access to the Audit Committee. 

At least once a year, the Superintendent of Financial Institutions 
Canada, makes such examination and enquiry into the affairs of the 
bank as deemed necessary to ensure that the provisions of the Bank 
Act, having reference to the safety of the depositors and shareholders 
of the bank, are being duly observed and that the bank is in sound 
financial condition. 

Deloitte & Touche LLP and PricewaterhouseCoopers LLP, indepen- 
dent auditors appointed by the shareholders of the bank upon the 
recommendation of the Audit Committee, have performed an indepen- 
dent audit of the financial statements and their report follows. The 
shareholders’ auditors have full and unrestricted access to the Audit 
Committee to discuss their audit and related findings. 


John E. Cleghorn 
Chairman & Chief Executive Officer 


Peter W. Currie 
Vice-Chairman & Chief Financial Officer 


Toronto, November 21, 2000 


In our opinion, these consolidated financial statements pres- 
ent fairly, in all material respects, the financial position of the bank as 
at October 31, 2000 and 1999, and the results of its operations and 
its cash flows for each of the years in the three-year period ended 
October 31, 2000, in accordance with Canadian generally accepted 
accounting principles, including the accounting requirements of the 
Superintendent of Financial Institutions Canada. 

We also reported separately on November 21, 2000, to the share- 
holders of the bank on our audit, conducted in accordance with 
Canadian generally accepted auditing standards, where we expressed an 
opinion without reservation on the October 31, 2000 and 1999, consol- 
idated financial statements, prepared in accordance with United States 
generally accepted accounting principles. 


Deloitte & Touche LLP 
PricewaterhouseCoopers LLP 


Chartered Accountants 


Toronto, November 21, 2000 
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Consolidated Balance Sheet 


As at October 31 ($ millions) 2000 1999 
Assets 
Cash resources 
Cash and deposits with banks $_ 947 $ 2,460 
Interest-bearing deposits with other banks __ 18,659 20,582 
19,606 23,042 
Securities (note 3) ADs 
Trading account 43,016 32,984 
Investment account 13,529 17,040 
Loan substitute ena OD O35) 
57,010 50,559 
Loans (note 4) 3 
Residential mortgage 62,984 59,242 
Personal 28,019. 25,255 
Credit card 4,666 2,666 
Business and government 60,546 57,676 
Assets purchased under reverse repurchase agreements __18,303, 20,272 
174,518  ~—«:165,111 
Allowance for loan losses ie (1,871) (1,884) 
_ 172,647 163,227 
Other ah ye 
Derivative-related amounts 19,155 15,151 
Customers’ liability under acceptances 11,628 O25. 
Premises and equipment (note 5) 1,249 i320 
Goodwill 648 611 
Other intangibles ~ 208 - 
Other assets 7,589 7,483 
40,477 33,822 
$ 289,740 $ 270,650 
Liabilities and shareholders’ equity 
Deposits : : 
Personal $ 89,632 $ 87,359 
Business and government 93,618 86,223 
Bank 19,646 14,315 
202,896 187,897 
Other 
Acceptances 11,628 O22 by. 
Obligations related to securities sold short 13,419 17,885 
Obligations related to assets sold under repurchase agreements 9,005 9,396 
Derivative-related amounts 18,574 15,219 
Other liabilities 14,149 13,682 
66,775 65,439 
Subordinated debentures (note 6) 5,825 4,596 
Non-controlling interest in subsidiaries 703 103 
Shareholders’ equity 
Capital stock (note 7) j 
Preferred 2,037 2,009 
Common (shares issued and outstanding — 602,397,936 and 617,767,562) 3,076 3,065 
Retained earnings 8,428 7 54d 
13,541 12,615 
$ 289,740 $ 270,650 


John E. Cleghorn 
Chairman & Chief Executive Officer 
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Robert B. Peterson 
Director 
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Consolidated Statement of Income 


For the year ended October 31 ($ millions) 2000 1999 1998 
Interest income 
Loans $ 12,616 $ 11,287 $ 11,643 
Securities 2,518 2,075 1,842 
Deposits with banks = O75) 841 822 
16,109 14,203 14,307 
Interest expense 
Deposits 9,057 7,636 TAVB82 
Other liabilities 1,429 116% 1,172 
Subordinated debentures 344 286 339 
10,830 9,083 9,243 
Net interest income 5,279 5,120 5,064 
Other income 
Capital market fees 1,810 1,209 1,118 
Trading revenues 1,540 106 748 
Deposit and payment service charges 756 688 664 
Investment management and custodial fees 684 547 495 
Mutual fund revenues 528 479 447 
Card service revenues 420 362 305 
Securitization revenues 115. 222 218 
Gain (loss) on sale of securities (11) 28 343 
Other 890 839 647 
6,732 5,480 4,985 
Gross revenues 12,011 10,600 10,049 
Provision for credit losses 691 760 Sh) 
11,320 9,840 9,474 
Non-interest expenses 
Human resources 4,651 4,013 3,594 
Occupancy 570 564 508 
Equipment 665 677 585 
Communications 695 699 665 
Other 1,000 Or, 1,047 
7,581 7,060 6,399 
Net income before income taxes 3,739 2,/80 35075 
Income taxes (note 8) 1,445 1,015 NTA) 
Net income before non-controlling interest 2,294 1,765 1,900 
Non-controlling interest in net income of subsidiaries : 20 8 76 
Net income Seaeoye, $ 1,/57- $ 1,824 
Preferred share dividends 134 Wey7/ 145 
Net income available to common shareholders $= 2140 $ 1,600 $ 1,679 
Average number of common shares (in thousands) 606,389 626,158 617,324 
Earnings per share (in dollars) (note 11) $ B53, $ 2 Oma 2A. 
Average number of fully diluted common shares (in thousands) 624,328 649,300 644,040 


Fully diluted earnings per share (in dollars) (note 11) $ 3.47 $ Basil Ss 2.65 
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Consolidated Statement of Changes in Shareholders’ Equity 


For the year ended October 31 ($ millions) 2000 1999 1998 
Preferred shares 
Balance at beginning of year S-- 2009 $ 2,144 $ #15784 
Issued (note 7) - 296 300 
Redeemed for cancellation (note 7) = (400) - 
Translation adjustment on shares denominated in foreign currency 28 (31) 60 
Balance at end of year 2,037 2,009 2,144 
Common shares 
Balance at beginning of year 3,065 2,925 2,907 
Issued (note 7) = 109 i922 18 
Purchased for cancellation (note 7) __(98) (52) - 
Balance at end of year 3,076 3,065 2,925 
Retained earnings 
Balance at beginning of year 7,541 6,823 5,699 
Net income 2,274 Lov 1,824 
Preferred share dividends oe (134) (157) (145) 
Common share dividends (689) (588) (543) 
Premium paid on common shares purchased for cancellation (note 7) (562) (281) = 
Issuance costs 44) (9) (7) 
Unrealized foreign currency translation gains and losses, 
net of hedging activities and related income taxes (note 8) 2 (4) (5) 
Balance at end of year _ 8,428 7,541 6,823 


Shareholders’ equity at end of year 
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For the year ended October 31 ($ millions) 2000 1999 1998 
Cash flows from operating activities 
Net income Siege, $ °° 1,757- $1,824 
Adjustments to determine net cash provided by (used in) operating activities 
Provision for credit losses 691 760 575 
Depreciation 370 389 342 
Restructuring - TSS 68 
Amortization of goodwill and other intangibles 87 66 62 
Gain on sale of assets (4) (95) - 
Change in accrued interest receivable and payable 78 (81) 95 
Net loss (gain) on sale of investment securities 11 (28) (343) 
Changes in operating assets and liabilities 
Deferred income taxes (193) 127 144 
Current income taxes payable (434) 487 66 
Unrealized gains and amounts receivable on derivative contracts (4,004) 15,262 (15,637) 
Unrealized losses and amounts payable on derivative contracts 3,355 (45151) 14,638 
Trading account securities (10,032) (4,437) (9,807) 
Securities sold with recourse (312) (239) (337) 
Obligations related to securities sold short (4,466) 3,481 3,252 
Other 711 1,021 1,465 
Net cash provided by (used in) operating activities (11,868) 4,472 (3,593) 
Cash flows from investing activities 
Change in loans (11,713) 1,632 (8,297) 
Proceeds from sale of investment securities 10,439 5,163 4,432 
Proceeds from the maturity of investment securities 16,769 10,839 TZ Oval 
Purchases of investment securities (23,708) (20,921) (15,084) 
Decrease in loan substitute securities 70 224 63 
Change in interest-bearing deposits with other banks 1,927 (6,596) 5,406 
Net acquisitions of premises and equipment (281) (301) (518) 
Net proceeds from sale of real estate - 815 ~ 
Change in assets purchased under reverse repurchase agreements 1,969 (365) (1,265) 
Net cash used in acquisition of subsidiaries (323) (133) (7) 
Net cash used in investing activities (4,851) (9,643) (2,893) 
Cash flows from financing activities 
Issue of RBC Trust Capital Securities (RBC TruCS) 650 - - 
Increase in deposits 14,882 7,892 6,057 
Issue of subordinated debentures 1,200 700 500 
Subordinated debentures matured (20) (123) (72) 
Issue of preferred shares - 296 300 
Preferred shares redeemed for cancellation - (400) = 
Issuance costs (4) (9) (7) 
Issue of common shares 59 17 18 
Common shares redeemed for cancellation (660) (333) - 
Dividends paid (791) (735) (662) 
Change in securities sold under repurchase agreements (391) (1,868) 1,806 
Change in liabilities of subsidiaries 281 (215) (315) 
Net cash provided by financing activities 15,206 5,222 Ig625 
Net change in cash and deposits with banks (1,523) 15)! 1,139 
Cash and deposits with banks at beginning of year 2,460 2,409 1,270 
Cash and deposits with banks at end of year $ 947 $ 2460 $ 2,409 
Supplemental disclosure of cash flow information 
Amount of interest paid in year Saoe9e «$= «8,989 $' 9,163 
Amount of income taxes paid in year S.2007, $ 542 604 
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Note 1: Significant Accounting Policies 


Pursuant to the Bank Act, these consolidated financial statements of 
Royal Bank of Canada are prepared in accordance with Canadian gener- 
ally accepted accounting principles (GAAP), including the accounting 
requirements of the Superintendent of Financial Institutions Canada. 
The bank has also prepared consolidated financial statements in accor- 
dance with United States GAAP and these have also been provided to 
shareholders. 

GAAP requires management to make estimates and assumptions 
that affect the amounts reported in the consolidated financial state- 
ments. Actual results could differ from those estimates. Note 17 of the 
consolidated financial statements describes and reconciles the differ- 
ences between Canadian and United States GAAP. 

Certain comparative amounts have been reclassified to conform with 
the current year’s presentation. The significant accounting policies fol- 
lowed in the preparation of these consolidated financial statements are 
summarized below: 


Basis of Consolidation 

The consolidated financial statements include the assets and liabilities 
and results of operations of all subsidiaries after elimination of inter- 
company transactions and balances. The bank has accounted for the 
acquisition of subsidiaries using the purchase method. The equity method 
is used to account for investments in associated corporations in which 
the bank has significant influence. These investments are reported in 
Other assets. The bank’s share of earnings from these associated corpo- 
rations is included in interest income from securities. Gains and losses 
realized on dispositions of these investments are included in Other income. 
The proportionate consolidation method is used to account for investments 
in which the bank exercises joint control, whereby the bank’s pro rata 
share of the assets, liabilities, income and expenses are consolidated. 


Translation of Foreign Currencies 
Assets and liabilities denominated in foreign currencies are translated into 
Canadian dollars at rates prevailing on the balance sheet date; income and 
expenses are translated at average rates of exchange for the year. 
Unrealized foreign currency translation gains and losses (net of 
hedging activities and related income taxes) on investments in foreign 
branches, subsidiaries and associated corporations where the functional 
currency is other than the Canadian dollar are recorded in Retained earn- 
ings. On disposal of such investments, the accumulated net translation 
gain or loss is included in Other income. Other foreign currency translation 
gains and losses (net of hedging activities) are included in Other income. 


Securities 
Securities are classified at the time of purchase, based on management’s 
intentions, as Trading account or Investment account. 

Trading account securities, which are purchased for resale over 
a short period of time, are stated at estimated current market value. 
Obligations to deliver trading securities sold but not yet purchased are 
recorded as liabilities and carried at fair value. Realized and unrealized 
gains and losses on these securities are recorded in Trading revenues in 
Other income. Interest income accruing on Trading account securities is 
recorded in Interest income from securities. Interest expense accruing on 
interest-bearing securities sold short is recorded in Interest expense. 

Investment account securities include securities that may be sold 
in response to or in anticipation of changes in interest rates and resulting 
prepayment risk, changes in funding sources or terms, or to meet liquidity 
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needs. Equity securities are stated at cost and debt securities at 
amortized cost. Premiums and discounts on debt securities are amortized 
to Interest income from securities using the yield method over the 
period to maturity of the related securities. Gains and losses realized 
on disposal of securities, which are calculated on an average cost basis, 
and writedowns to reflect other than temporary impairment in value are 
included in Gain on sale of securities in Other income. 

Loan substitute securities are customer financings that have been 
structured as after-tax investments rather than conventional loans in 
order to provide the issuers with a borrowing rate advantage. Such secu- 
rities are accorded the accounting treatment applicable to loans and, 
if required, are reduced by an allowance for credit losses. 


Loans 
Loans are stated net of an allowance for loan losses and unearned income, 
which is comprised of unearned interest and unamortized loan fees. 

Loans are classified as impaired when there is no longer reasonable 
assurance of the timely collection of principal and interest. Whenever a 
payment is 90 days past due, loans other than credit card balances are 
classified as impaired unless they are fully secured or collection efforts 
are reasonably expected to result in repayment of debt. Credit card bal- 
ances are written off when a payment is 180 days in arrears. When a 
loan is identified as impaired, the accrual of interest is discontinued and 
any previously accrued but unpaid interest on the loan is charged to the 
provision for loan losses. Interest received on impaired loans is credited 
to the allowance for loan losses on that loan. Impaired loans are returned 
to performing status when all amounts including interest have been col- 
lected, all charges for loan impairment have been reversed and the credit 
quality has improved such that there is reasonable assurance of timely 
collection of principal and interest. 

When a loan has been identified as impaired, the carrying amount 
of the loan is reduced to its estimated realizable amount, measured by 
discounting the expected future cash flows at the effective interest rate 
inherent in the loan. In subsequent periods, recoveries of amounts previ- 
ously written off and any increase in the carrying value of the loan is 
credited to the provision for loan losses in the consolidated income state- 
ment. Where a portion of a loan is written off and the remaining balance 
is restructured, the new loan is carried on an accrual basis when there is 
no longer any reasonable doubt regarding the collectibility of principal 
and interest, and payments are not 90 days past due. 

Collateral is obtained if, based on an evaluation of the customer’s 
creditworthiness, it is considered necessary for the customer’s overall 
borrowing facility. Collateral would normally be in the form of assets such 
as cash, government securities, shares, accounts receivable, inventory or 
fixed assets. 

Assets acquired in respect of problem loans are recorded at the 
lower of their fair value or the carrying value of the loan at the date of 
transfer. Any excess of the carrying value of the loan over the fair value 
of the assets acquired is recognized by a charge to the provision for 
loan losses. 

Fees that relate to such activities as originating, restructuring or rene- 
gotiating loans are deferred and recognized on a straight-line basis as 
Interest income over the expected term of such loans. Where there is rea- 
sonable expectation that a loan will result, commitment and standby fees 
are also recognized as Interest income over the expected term of the 
resulting loan. Otherwise, such fees are recorded as Other liabilities and 
amortized to Other income over the commitment or standby period. 


Allowance for Credit Losses 
The allowance for credit losses is maintained at a level that management 
considers adequate to absorb identified credit-related losses in the port- 
folio as well as losses that have been incurred, but are not yet 
identifiable. The allowance for credit losses reflects management’s best 
estimate of losses existing in the credit portfolio at the balance sheet 
date. The allowance relates primarily to loans but also to deposits with 
other banks, derivatives, loan substitute securities and other credit 
instruments such as acceptances, guarantees and letters of credit. The 
allowance is increased by the provision for credit losses, which is charged 
to income, and decreased by the amount of write-offs, net of recoveries. 
The allowance is determined based on management's identification 
and evaluation of problem accounts; estimated probable losses that exist 
on the remaining portfolio; and on other factors including the composi- 
tion and quality of the portfolio, and changes in economic conditions. 


Specific 

Specific allowances are maintained to absorb losses.on both specifically 
identified borrowers and other more homogeneous loans that have 
become impaired. The losses relating to identified large business and 
government debtors are estimated based on the present value of 
expected payments on an account-by-account basis. The losses relating 
to other portfolio-type products, excluding credit cards, are based on net 
write-off experience over an economic cycle. For credit cards, no specific 
allowance is maintained as balances are written off if no payment has 
been received after 180 days. Personal loans are generally written off at 
150 days past due. Write-offs for other loans are generally recorded when 
there is no realistic prospect of full recovery. 


Country Risk 

Country risk allowances are maintained with respect to exposures to a 
number of less developed countries (LDCs) based on an overall assess- 
ment of the underlying economic conditions in those countries. 


General Allocated 

The general allocated allowance represents the best estimate of probable 
losses within the portion of the portfolio that has not yet been specifically 
identified as impaired. This amount is established through the applica- 
tion of expected loss factors to outstanding and undrawn facilities. 
The general allocated allowance for large business and government loans 
and acceptances is based on the application of expected default and loss 
factors, determined by statistical loss migration analysis, delineated by 
loan type and rating. For more homogeneous portfolios, such as residen- 
tial mortgages, small business loans, personal loans and credit cards, 
the determination of the general allocated allowance is done on a prod- 
uct portfolio basis. The losses are determined by the application of loss 
ratios determined through the analysis of loss migration and write-off 
trends over an economic cycle, adjusted to reflect changes in the product 
offerings and credit quality of the pool. 


General Unallocated 

The general unallocated allowance is based on management's assess- 
ment of probable, unidentified losses in the portfolio that have not been 
captured in the determination of the specific, the country risk or the gen- 
eral allocated allowances. This assessment includes consideration of 
general economic and business conditions and regulatory requirements 
affecting key lending operations, recent loan loss experience, and trends 
in credit quality and concentrations. This allowance also reflects model 
and estimation risks. This allowance does not represent future losses or 
serve as a Substitute for other allowances. 
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Assets Purchased under Reverse Repurchase Agreements and 

Sold under Repurchase Agreements 

The bank enters into short-term purchases of securities under agreements 
to resell (reverse repurchase agreements) and sales of securities under 
agreements to repurchase (repurchase agreements). These agreements 
are treated as collateralized lending and borrowing transactions and are 
carried on the consolidated balance sheet at the amounts at which the 
securities were initially acquired or sold. Interest earned on reverse 
repurchase agreements and interest incurred on repurchase agreements 
are included in Interest income and Interest expense, respectively. 


Acceptances 

Acceptances are short-term negotiable instruments issued by the bank’s 
customers to third parties, which are guaranteed by the bank. The poten- 
tial liability under acceptances is reported as a liability in the consoli- 
dated balance sheet. The recourse against the customer in the case of 
a call on these commitments is reported as a corresponding asset 
of the same amount under Other assets. Fees earned are reported in 
Other income. 


Derivatives 

Derivatives are used in sales and trading activities to provide clients with 
the ability to manage their market risk exposures. Derivatives are also 
used to manage the bank’s own exposures to interest, currency and other 
market risks. The most frequently used derivative products are foreign 
exchange forward contracts, interest rate and currency swaps, foreign cur- 
rency and interest rate futures, forward rate agreements, and foreign 
currency and interest rate options. 

When used in sales and. trading activities, the realized and unreal- 
ized gains and losses on these derivatives are recognized in Other 
income. Market values are determined using pricing models that incor- 
porate current market and contractual prices of the underlying 
instruments, time value of money, yield curve and volatility factors. 
A portion of the market value is deferred within Derivative-related 
amounts in Other liabilities and amortized to income over the life of the 
instruments to cover credit considerations and ongoing direct servicing 
costs. Unrealized gains and unrealized losses are generally reported on a 
gross basis as Derivative-related amounts in Other assets and Other lia- 
bilities, except where the bank has both the legal right and intent to 
settle these amounts simultaneously in which case they are presented on 
a net basis. Margin requirements and premiums paid are also included in 
Derivative-related amounts in Other assets, while premiums received are 
shown in Derivative-related amounts in Other liabilities. 

When derivatives are used to manage the bank’s own exposures, 
the income or expense is recognized over the life of the transaction as 
an adjustment to interest income or expense. Where derivatives have 
been designated and function effectively as hedges, realized gains and 
losses are deferred and amortized over the life of hedged assets or 
liabilities as adjustments to Interest income or Interest expense. 


Premises and Equipment 

Premises and equipment are stated at cost less accumulated deprecia- 
tion. Depreciation is recorded principally on the straight-line basis over 
the estimated useful lives of the assets, which are 25 to 50 years for 
buildings, 3 to 10 years for hardware, 3 to 5 years for software, 7 to 
10 years for furniture, fixtures and other equipment, and lease term 
plus first option period for leasehold improvements. Gains and losses on 
disposal are recorded in Other income. 
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Note 1: Significant Accounting Policies (continued) 


Goodwill and Other Intangibles 

Goodwill represents the excess of the price paid for the acquisition of 
subsidiaries over the fair value of the net assets acquired and is amor- 
tized over appropriate periods of up to 20 years, except where a writedown 
is required to reflect permanent impairment. Identifiable, reliably measur- 
able Other intangible assets, such as client lists, resulting from acquisi- 
tion of subsidiaries are also amortized over appropriate periods of up to 
20 years. An impairment review on unamortized goodwill and other 
intangibles is performed periodically. Such evaluation is based on vari- 
ous analyses including undiscounted cash flow; market value is used if a 
sale or disposition is being considered. 


Income Taxes 

The bank uses the asset and liability method whereby income taxes 
reflect the expected future tax consequences of temporary differences 
between the carrying amounts of assets or liabilities for book purposes 
compared with tax purposes. Accordingly, a deferred income tax asset or 
liability is determined for each temporary difference based on the tax 
rates that are expected to be in effect when the underlying items of 
income and expense are expected to be realized. Income taxes on the 
consolidated statement of income include the current and deferred por- 
tions of the expense. Income taxes applicable to items charged or 
credited to Retained earnings are netted with such items. 

Deferred income taxes accumulated as a result of temporary differ- 
ences are included in Other assets. A valuation allowance is established 
to reduce deferred income tax assets to the amount expected to be real- 
ized. In addition, the consolidated statement of income contains items 
that are non-taxable or non-deductible for income tax purposes and, 
accordingly, cause the income tax provision to be different than what it 
would be if based on statutory rates. 


Postretirement Benefits 

The bank maintains a defined benefit pension plan that is available to 
substantially all employees after two years of service or at age 25, ona 
contributory or a non-contributory basis. The plan provides pensions 
based on years of service, contributions and average earnings at retire- 
ment. Employees of subsidiaries of the bank are generally covered by 
separate pension plans that offer comparable benefits. It is the bank’s 
funding policy to annually contribute to its pension funds, the actuarially 
determined amounts needed to satisfy employee benefit laws. Invest- 
ments held by the pension funds are primarily comprised of equity 
securities, bonds and debentures. 

Actuarial valuations are performed each year to determine the pre- 
sent value of the accrued pension benefits, based on projections of 
employees’ compensation levels to the time of retirement. 

Pension expense consists of the aggregate of (a) the actuarially com- 
puted cost of pension benefits provided in respect of the current year’s 
service, (b) imputed interest on the funding excess or deficiency of the 
plan and (c) the amortization of the funding excess existing at the date the 
current accounting policy commenced, experience gains and losses, and 
amounts arising as a result of changes in assumptions and plan amend- 
ments over the expected average remaining service life of employees. 

The cumulative excess of pension fund contributions over the 
amounts recorded as an expense is reported in Other assets. 

The bank also provides health and dental care benefits and life 
insurance coverage to employees who retire after 10 years of service, 
and to their dependents. Costs of providing these benefits are charged to 
income as expenditures are incurred. 
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Assets under Administration and Assets under Management 

The bank administers and manages assets owned by clients that are not 
reflected on the consolidated balance sheet. Asset management fees are 
earned for providing investment management services and mutual fund 
products. Asset administration fees are earned for providing trust, estate 
administration and custodial services. Fees are recognized and reported 
in Other income as the services are provided. 


Loan Securitization 
The bank periodically securitizes loans by selling loans to special- 
purpose vehicles or trusts that in turn issue securities to investors. These 
transactions are accounted for as sales when the significant risks and 
rewards of ownership have been transferred and there is reasonable 
assurance regarding the measurement of the consideration derived from 
the sale. Gains on these transactions are recognized in Other income, 
provided there is no recourse to the bank for the consideration derived 
from the sale. To the extent that there is recourse to the bank on the 
transaction, any gain on sale would be deferred until the cash is col- 
lected and there is no recourse. 

Fees earned by the bank to service the securitized loans are recog- 
nized as services are provided and reported in Securitization revenues in 
Other income. 


Insurance Operations 

Earned premium, fees, claims and changes in actuarial reserves are 
included in Other income. Investments are primarily included in Invest- 
ment account securities and actuarial reserves are included in Other 
liabilities. Investment income is included in Interest income on securi- 
ties and administrative expenses are included in Non-interest expenses. 


Future Accounting Changes 

The Canadian Institute of Chartered Accountants new standard on 
Employee Future Benefits changes the accounting for pension and other 
types of employee future benefits. The new standard requires the bank to 
accrue the costs of employee future benefits other than pensions over 
the working lives of employees in a manner similar to pension costs. 
Under current practice, such costs are charged to income as incurred. 
The new standard also requires a change in the discount rate used to 
value the future benefit obligation from an estimated long-term rate to a 
market-based interest rate. The bank will adopt the recommendations of 
this standard effective November 1, 2000. The cumulative impact of 
this change will result in a decrease in Retained earnings of $221 million 
and an increase in deferred tax assets of $157 million. In future years, 
the annual expense of employee future benefits will increase by approxi- 
mately $60 million. 


Note 2: Results by Business and Geographic Segments 
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Personal & 
Commercial Corporate & 
Financial Wealth Investment Transaction 
2000 Services Management Banking Processing Other Total Canada International 
Net interest income on 
taxable equivalent basis $ 4,789 $ 359: S$ 43 «§$ 160 $ (44) $ 5,307 $ 4,796 $ 511 
Taxable equivalent adjustment a! - All - - 28 28 - 
Net interest income 4,782 359 22 160 (44) 5,279 4,768 511 
Other income 1,769 2,138 2,287 514 24 6,732 5,311 1,421 
Gross revenues 6,551 2,497 2,309 674 (20) 12,011 10,079 1,932 
Provision for credit losses 649 (1) 91 (21) (27) 691 703 (12) 
Non-interest expenses 3,833 1,838 1,445 459 6 7,581 6,423 1,158 
Net income before income taxes 2,069 660 773 236 1 3,739 2,953 786 
Income taxes 803 244 265 102 Sb 1,445 1,344 101 
Non-controlling interest 5 ~ - - 15 20 15 5 
Net income $ 1,261 $ 416 $ 508 $ 134 $ (45) $ 2,274 $ 1,594 $ 680 
Total average assets $131,800 $ 8,000 $131,900 $ 1,600 $ 8,600 $281,900 $197,900 $ 84,000 
Personal & 
Commercial Corporate & 
Financial Wealth Investment Transaction 
1999 Services Management Banking Processing Other Total Canada International 
Net interest income on 
taxable equivalent basis S-4 457 aS 267 402 $ 168 $ GS89)eS" 5,155. $:..45405.45 750 
Taxable equivalent adjustment 8 - By - - 35 35 - 
Net interest income 4,449 267 375 168 (139) 5,120 4,370 750 
Other income 1,536 1,684 1,588 459 213 5,480 4,284 1,196 
Gross revenues 5,985 1,951 1,963 627 74 10,600 8,654 1,946 
Provision for credit losses 575 - 223 6 (44) 760 672 88 
Non-interest expenses 3,832 1,540 15295 436 (43) 7,060 SUS} 1,087 
Net income before income taxes LOS, 411 445 185 161 2,/80 2,009 Thal 
Income taxes 618 131 138 78 50 OMS 856 159 
Non-controlling interest 4 - - - 4 8 4 4 
Net income $ 956 $ 280 $ SHO SS 107 $ 107 $ 1,757 See 4ors 608 
Total average assets $123,800 $ 8,900 $127,300 $ 1,800 $ 8,100 $269,900 $187,800 $ 82,100 
Personal & 
Commercial Corporate & 
Financial Wealth Investment Transaction 
1998 Services Management Banking Processing Other Total Canada International 
Net interest income on 
taxable equivalent basis $ 4,192 $ 336 $ 530 $ 202 $¢ (159) $ 5,101 $ 4,409 $ 692 
Taxable equivalent adjustment 13 = 24 = - ou 37 = 
Net interest income 4,179 336 506 202 (159) 5,064 4,372 692 
Other income 1,336 570 1 Ny0) 450 479 4,985 SAA 1,268 
Gross revenues eS 1,906 1,656 652 320 10,049 8,089 1,960 
Provision for credit losses 305 1 206 178 Gis) BVA) Sy 48 
Non-interest expenses 3,514 1,478 1,030 429 (52) 6,399 5,441 958 
Net income before income taxes 1,696 427 420 45 487 3075 2A. 954 
Income taxes 690 158 139 LY iLyAll Py 5 953 227 
Non-controlling interest S 12 49 ~ 12 76 72 4 
Net income $ 1,003 $ 257 §$ De KS 28 $ 304_.$._1,824.8$). 1-096).$ .<.4/28 


Total average assets 


$111,300 $ 11,700 $125,000 $ 3,200 $ 10,100 $261,300 $179,700 $ 81,600 


For management reporting purposes, the operations of the bank are 
grouped into the business segments of Personal & Commercial Financial 
Services, Wealth Management, Corporate & Investment Banking and 
Transaction Processing with the Other segment comprised mainly of 
Corporate Treasury, Systems & Technology and Real Estate Operations. 


The business segments operate on an arm’s-length basis with 
respect to the purchase and sale of intra-group services. Transfer pricing 
of funds sold or purchased, commissions, or charges and credits for 
services rendered are generally at market rates. 


For geographic reporting purposes, Canadian-based activities of 
international money market units are included in International. 
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Note 3: Securities 


Term to maturity (1) 


With no 2000 1999 

Under 1to5 5 to 10 Over specific 
1 year years years 10 years maturity Total Total 

Trading account (2) 

Canadian government debt (3) $ 4,745 $ 2,788 $ 1,477 $ 1,284 $ - $10,294 $ 9,040 
U.S. Treasury and other U.S. agencies 385 1,433 122 64 - 2,004 721 
Other OECD government debt 380 543 140 77 ~ 1,140 2,174 
Mortgage-backed securities 29 22 4 13 - 68 45 
Other debt 9,139 2,888 1,532 2,164 - 15,723 Wen As 
Equities - - - - 13,787 13,787 13,229 
Total trading account 14,678 7,674 3,275 3,602 13,787 43,016 32,984 


Investment account (2) 


Canadian government debt (3) 


Amortized cost 2,296 281 95 179 - 2,851 PSS e 
Estimated market value 2,290 282 94 177 - 2,843 7,544 
Yield (4) 5.9% 6.4% 6.5% 6.8% - 6.1% 5.3% 
U.S. Treasury and other U.S. agencies rsa 
Amortized cost 83 4 - - - 187 1 
Estimated market value 83 4 - ~ - 87 1 
Yield (4) 5.9% 6.8% - - - 6.0% 4.3% 
Other OECD government debt 
Amortized cost 1,226 307 41 = - 1,574 586 
Estimated market value 1,227 305 41 - - Tors 584 
Yield (4) 1.0% 6.4% 6.3% - sai cs ay 3 5.6% 
Mortgage-backed securities 
Amortized cost 198 3,774 42 77 - 4,091 4,140 
Estimated market value 197 3,700 42 76 - 4,015 4,021 
Yield (4) 5.9% 5.2% 5.8% 7.0% - - 5.3% 5.2% 
Other debt 
Amortized cost 1,847 1,253 704 162 71 4,037 4,138 
Estimated market value 1,846 1,240 636 163 67 3,952 4,094 
Yield (4) 5.4% 6.6% 9.1% 6.9% 6.5% 6.5% 6.4% 
Equities : 
Cost = - - - 889. 889 644 
Estimated market value - ee - - 968 968 655 
Total investment account oa 
Amortized cost 5,650 5,619 882 418 960 13,529 17,040 
Estimated market value 5,643 5,534 i 813 416 1,035 13,438 16,899 
Loan substitute (5) 64 159 237 ~ 5 465 535 
Total carrying value of securities (2) $20,392 $13,452 $ 4394 $4,020 $14,752 $57,010 $50,559 
Total estimated market value of securities $20,385 $13,364 $ 4,325. $4,018 $14,827 $56,919 $50,418 
(1) Actual maturities may differ from contractual maturities shown above, since borrowers may have the right to prepay obligations with or without prepayment penalties. 
(2) Trading account securities are carried at estimated current market values. Investment account securities are carried at amortized cost for debt securities and at cost for equity securities. 
(3) | Canadian government debt is comprised of securities issued or guaranteed by Canadian federal, provincial or municipal governments. 
(4) The weighted average yield is based on the carrying value at the end of the year for the respective securities. 
(5) The market value of loan substitute securities approximates carrying value. 


Unrealized Gains and Losses on Investment Account 


2000 1999 
Gross Gross Estimated Gross Gross Estimated 
Amortized unrealized unrealized market Amortized unrealized unrealized market 
cost gains losses value cost gains losses value 
Canadian government debt (1) $ 2,851 $ beets seesees ) 6©6$ 7,531 §¢ 27 S$ AAS Sena 
U.S. Treasury and other U.S. agencies 87 - - 87 il - - 1 
Other OECD government debt 1,574 1 (2) 1,573 586 3 (5) 584 
Mortgage-backed securities 4,091 2 (78) 4,015 4,140 3 (122) 4,021 
Other debt 4,037 36 (121) 3,952 4,138 25 (69) 4,094 
Equities 889 102 (23) 968 644 30 (19) 655 


(1) 


bes ed So tao Sess)oeaiaass $17,040 §$ 885-4 (229) © $16,899 


Canadian government debt consists of securities issued or guaranteed by Canadian federal, provincial or municipal governments. 
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Note 4: Loans 


2000 1999 
Canada (1) 
Residential mortgage $ 61,444 $ 58,524 
Personal 27,207 24,353 
Credit card 4,666 2,666 
Business and government 48,294 47,166 
Total Canada 141,611 132,709 
International (1) 
Residential mortgage : 1,540 718 
Personal 812 902 
Business and government 30,555 30,782 
Total international 32,907 32,402 
Total loans (2) 174,518 165,111 
Allowance for loan losses (1,871) (1,884) 
Total loans net of allowance for loan losses $172,647 $163,227 
(1) Loans in Canada include all loans booked in Canada, regardless of currency or residence of borrower. 
(2) Loans are net of unearned income of $121 million (1999 — $144 million). 
Impaired Loans 
2000 1999 
Specific Country risk General 
Gross allowance allowance allowances Net Net 
Residential mortgage $ 185 $ (28) $ - §$ = aug 157) -$ 131 
Personal _ 247 ' (196) - ~ 51 66 
Business and government (1) 1,246 (523) (28) - 695 687 
General allowances for loan losses = ~ - (1,102) (1,102) (1,080) 


S$ 16/8-7$ (747) $ (28) $ (1,102) $ (199) ..$ (196) 


(1) _ Includes specific allowances related to loan substitute securities of $6 million (1999 — $16 million). 


Allowance for Loan Losses 


2000 1999 

Balance at Provision Balance Balance 

beginning for credit at end at end 

of year Write-offs Recoveries losses Other of year of year 

Residential mortgage $ 53meSe 2 Dos ee SiS (2) $5346). $ 53 
Personal 344 (372) — 44 344 43 403 344 
Credit card 60 (150) 48 130 = 88 60 
Business and government (1) 1,153 (306) ° 70 164 20 1,101 1153 
General unallocated allowance 290 - - 47 - 337 290 


$71,900. = $: (639) $162: $= 691 = $ Gi SeLo75) $ 1,900 


Specific allowances $: 786. ..$:-{839):.:$.. 162... S$. 5712-_$ 6/2 oa 747.,..$... 786 
Country risk allowances 34 sath eS Habe - (6) 28 34 
General allowance 

General allocated 790 = - 73 = 863 790 

General unallocated __290 ee - 47 - 337 290 
Total general allowance for credit losses 1,080 - - 120 - 1,200 1,080 
Total allowance for credit losses $ 1,900 $ (839) $ 162 $ 691 §$ 61 - _$ 1,975 $ 1,900 
Allowance for off-balance sheet and other items (2) (98) ~ 
Allowance for loan substitute securities (6) (16) 
Total allowance for loan losses $ 1,871 $ 1,884 


(1) Includes $6 million (1999 — $16 million) related to loan substitute securities and $98 million related to off-balance sheet and other items. 
(2) During 2000, the allowance for off-balance sheet and other items was separated and reported under Other liabilities. Previously, the amount was included in the allowance for loan losses. 
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Note 5: Premises and Equipment 


Land 

Buildings 

Hardware and software 

Furniture, fixtures and other equipment 
Leasehold improvements 


Note 6: Subordinated Debentures 


The debentures are unsecured obligations and are subordinated in right 
of payment to the claims of depositors and certain other creditors. All 
repurchases, cancellations and exchanges of subordinated debentures 


2000 1999 

Accumulated Net book Net book 

Cost depreciation value value 

$ Cee eee ee 111 
458 <->) (207) 251 242 
1,389 7 (953) 436 442 
614 (409) 205 218 

707. =~ 4443) 264 307 

§ 3261 $ (2,012)°$ ona $ °° 1,320 


are subject to the consent and approval of the Superintendent of 
Financial Institutions Canada. 


Denominated in 


Maturity Rate foreign currency 2000 1999 
July 1, 2000 11.00% See §$ 20 
January 31, 2001 11.75% ree 27 
August 15, 2001 10.75% 1G 15 
January 11, 2002 11.00% 41 41 
March 1, 2002 10.50% 60 60 
July 29, 2005 (1) Callable (2) US$350 533 516 
September 3, 2007 5.40% (3) Callable (4) 400 400 
September 3, 2008 5A5% (5) Callable (4) ~ 100 100 
April 12, 2009 5.40% (6) Callable (4) Soo. 350 
June 11, 2009 5.10% (7) Callable (4) : 350 350 
July 7, 2009 6.05% (8) Callable (4) 175 175 
October 12, 2009 6.00% (9) Callable (4) 150 150 
August 15, 2010 6.40% (10) Callable (4) 700 = 
April 26, 2011 8.20% (11) Callable (12) 100 100 
September 12, 2011 6.50% (13) Callable (4) OO 350 
October 24, 2011 6.75% (14) Callable (2) US$300 457 441 
June 4, 2012 6.75% (15) Callable (4) 3 500 500 
November 14, 2014 10.00% 200 200 
January 25, 2015 7.10% (16) Callable (4) 500 - 
June 8, 2023 9.30% 110 110 
October 1, 2083 (17) Callable (18) ws 250 250 
June 6, 2085 (19) Callable (2) US$300 ; 457 441 


(1) Interest at a rate of .0625% above the U.S. dollar 1-month LIBOR. 
(2)  Callable at the principal amount. 


(3) Interest at a rate of 5.40% until September 3, 2002, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 
(4)  Callable at the greater of (i) the yield of Government of Canada bonds plus 5 basis points, or (ii) the principal amount. 

(5) Interest at a rate of 5.45% until September 3, 2003, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 
(6) Interest at a rate of 5.40% until April 12, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(7) Interest at a rate of 5.10% until June 11, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(8) Interest at a rate of 6.05% until July 7, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(9) Interest at a rate of 6.00% until October 12, 2004, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 
(10) Interest at a rate of 6.40% until August 15, 2005, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 
(11) Interest at a rate of 8.20% until April 26, 2006, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 
(12) Callable at the greater of (i) the yield of Government of Canada bonds plus 10 basis points, or (ii) the principal amount. 

(13) Interest at a rate of 6.50% until September 12, 2006, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 
(14) Interest at a rate of 6.75% until October 24, 2006, and thereafter at a rate of 1.00% above the U.S. dollar 6-month LIBOR. 

(15) Interest at a rate of 6.75% until June 4, 2007, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 

(16) Interest at a rate of 7.10% until January 25, 2010, and thereafter at a rate of 1.00% above the 90-day Bankers’ Acceptance rate. 


(17) Interest at a rate of .40% above the 30-day Bankers’ Acceptance rate. 


(18) Callable at an amount not exceeding 100.5% of the principal amount plus accrued and unpaid interest up to the date of redemption. 
(19) Interest at a rate of .25% above the U.S, dollar 3-month LIMEAN. In the event of a reduction of the annual dividend declared by the bank on its Common Shares, the interest payable on the 
debentures is reduced pro rata to the dividend reduction and the interest reduction is payable with the proceeds from the sale of Common Shares. 


Repayment Schedule 
The aggregate maturities of the debentures, assuming the earliest pos- 
sible dates of maturity under the terms of issue, are as follows: 


2001 $ 42 
2002 101 
2003 = 
2004 = 
2005 533 
2006 to 2010 21225 
Thereafter 2,924 

$ 5,825 
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Note 7: Capital Stock 


Authorized Capital Stock 


Preferred — An unlimited number of First Preferred Shares and Second 
Preferred Shares without nominal or par value, issuable in series; the 
aggregate consideration for which all the First Preferred Shares and all 


the Second Preferred Shares that may be issued may not exceed $5 bil- 


lion in each case. 


Issued and Outstanding Capital Stock 
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Common — An unlimited number of shares without nominal or par value, 
provided that the aggregate consideration for which all common shares 
may be issued shall not exceed $10 billion. 


2000 1999 1998 
Number Dividends Number Dividends Number Dividends 
of shares declared of shares declared of shares declared 
(000s) Amount per share (000s) Amount per share (000s) Amount per share 
First Preferred j cae 
Non-cumulative Series E 1,500 $ 150 $ 5.38 1,500 $ 150 $ 4.69 1,500 $ 150 $ 5.00 
Non-cumulative Series F (1) - - - - - (23) 6,000 150 2.25 
Non-cumulative Series G (1) - - - ~ - Pails} 10,000 250 2.13 
Non-cumulative Series H 12,000 , 300 2.25 12,000 300 2.25 12,000 300 2125) 
US$ Non-cumulative Series | _ 8,000 304 US 1.91 8,000 294 US 1.91 8,000 308 US 1.91 
Non-cumulative Series J 12,000 300 1.78 12,000 300 1.78 12,000 300 1.78 
US$ Non-cumulative Series K 10,000 381 US 1.58 10,000 368 US 1.58 10,000 386 US 1.58 
Non-cumulative Series N 12,000 300 1.18 12,000 300 1.18 12,000 300 0.68 
Non-cumulative Series O 6,000 150 1.38 6,000 150 0.58 - - - 
US$ Non-cumulative Series P 4,000 ~ 152 US 1.44 4,000 147 US 0.61 - - - 
Sa 2037 $ 2,009 $ 2,144 
Common (2) 
Balance at beginning of year 617,768 $ 3,065 617,581 $ 2,925 616,671 $ 2,907 
Issued under the Stock Option Plan 2,108): 59 953 17 910 18 
Issued on the acquisition of ' 
Richardson Greenshields Limited (3) 1,667 50 9,580 170 - - 
Issued on the acquisition of 
RBC Dominion Securities Limited (4) - - 140 5 - - 
Purchased for cancellation (5) (19,737) (98) (10,486) (52) = = 
Balance at end of year 602,398 $ 3,076 $ 1.14 617,768 $ 3,065 $ 0.94 617,581 $ 2,925 $ 0.88 
Terms of Preferred Shares 
Conversion dates 
Dividend Redemption Redemption At the option of At the option of 
per share (6) date (7) price (8) the bank (7), (9) the holder (10) 
First Preferred 
Non-cumulative Series E (11) (11) September 2, 2002 $100.00 Not convertible Not convertible 
Non-cumulative Series H $0.562500 August 24, 2001 25.00 August 24, 2001 November 24, 2001 
US$ Non-cumulative Series | US 0.476563 November 24, 2001 US 25.00 November 24, 2001 February 24, 2002 
Non-cumulative Series J 0.443750 May 24, 2003 25.00 May 24, 2003 November 24, 2003 
US$ Non-cumulative Series K US 0.393750 May 24, 2003 US 25.00 May 24, 2003 November 24, 2003 
Non-cumulative Series N 0.293750 August 24, 2003 26.00 August 24, 2003 August 24, 2008 
Non-cumulative Series O 0.343750 August 24, 2004 26.00 August 24, 2004 Not convertible 
US$ Non-cumulative Series P US 0.359375 August 24, 2004 US 26.00 August 24, 2004 Not convertible 


(1) On October 31, 1999, the bank redeemed the First Preferred Shares Series F and G. 
(2) On October 5, 2000, the bank paid a stock dividend of one Common Share on each of its issued and outstanding Common Shares. The effect is the same as a two-for-one share split. 
All Common Share numbers have been restated to reflect the stock dividend. 
(3) During the year the bank exchanged 4,701 (1999 — 4,606,341) Class B shares and 8,008,712 (1999 — nil) Class C shares issued by its wholly owned subsidiary, Royal Bank DS Holding Inc., 
on the acquisition of Richardson Greenshields Limited for 1,667,334 (1999 — 9,579,166) Common Shares. 
(4) On November 1, 1998, the bank acquired all of the outstanding participating preferred shares of RBC Dominion Securities Limited in exchange for 140,000 Common Shares. 
(5) During the year the bank repurchased 19,736,880 (1999 — 10,485,800) Common Shares pursuant to a normal course issuer bid announced in May 1999 and amended in February 2000. 
Purchases were made in the open market at market prices through the facilities of the Toronto and Montreal Stock Exchanges, and in accordance with stock exchange requirements. 
The amount and timing of purchases were determined by the bank. Premiums paid above the average carrying value of the Common Shares were charged to retained earnings. The cost of 
Common Shares repurchased was $660 million (1999 — $333 million), common stock was reduced by $98 million (1999 — $52 million) and retained earnings were reduced by $562 million 


(1999 — $281 million). 


(6)  Non-cumulative preferential dividends on First Preferred Shares Series E are payable, as and when declared by the Board of Directors, on the 12th day of every month. Non-cumulative 
preferential dividends on Series H, |, J, K, N, O and P are payable quarterly, as and when declared by the Board of Directors, on or about the 24th day of February, May, August and November. 

(7) Subject to the consent of the Superintendent of Financial Institutions Canada and the requirements of the Bank Act, the bank may, on or after the dates specified above, redeem First Preferred 
Shares. All dollar figures relating to Series 1, K and P should be read as U.S. dollars. First Preferred Shares may be redeemed (i) for cash, in the case of Series E, H, I, J, and K equal to the 
redemption price as stated above, in the case of Series N at a price per share of $26, if redeemed during the 12-months commencing August 24, 2003, and decreasing by $0.25 each 
12-month period thereafter to a price per share of $25 if redeemed on or after August 24, 2007, and in the case of Series O and P at a price per share of $26 if redeemed during the 


12-months commencing August 24, 2004, and decreasing by $0.25 each 12-month period thereafter to a price per share of $25 if redeemed on or after August 24, 2008, or (ii) by conversion, 
in the case of Series H, I, J, and K into that number of Common Shares determined by dividing the then-applicable redemption price by the greater of $2.50 and 95% of the weighted average 
trading price of Common Shares at such time. 

Subject to the consent of the Superintendent of Financial Institutions Canada and the requirements of the Bank Act, the bank may purchase First Preferred Shares for cancellation at a pur- 
chase price, in the case of the Series E, H, |, J, and K, not exceeding the then-applicable redemption price specified above plus all declared and unpaid dividends, and, in the case of the 
Series N, O, and P at the lowest price or prices at which, in the opinion of the Board of Directors, such shares are obtainable. 

Subject to the approval of the Toronto and Montreal Stock Exchanges, the bank may, on or after the dates specified above, convert First Preferred Shares Series N, O and P into Common Shares 
of the bank. All dollar figures relating to Series P should be read as U.S. dollars. First Preferred Shares may be converted into that number of Common Shares determined by dividing the 
then-applicable redemption price by the greater of $2.50 and 95% of the weighted average trading price of Common Shares at such time. 

Subject to the right of the bank to redeem or to find substitute purchasers, the holder may, on or after the dates specified above, convert First Preferred Shares into Common Shares of the 
bank. All dollar figures relating to Series | and K should be read as U.S. dollars. Series H, I, J, K, and N may be converted, quarterly, into that number of Common Shares determined by 
dividing the then-applicable redemption price by the greater of $2.50 and 95% of the weighted average trading price of Common Shares at such time. 

The rights, privileges, restrictions and conditions attaching to the First Preferred Shares Series E were amended in 1997. Holders are entitled to receive, as and when declared by the Board 

of Directors, a monthly non-cumulative cash dividend that (i) floats in relation to the bank's Canadian prime rate and (ii) is adjusted upwards or downwards based on changes in market trading 
value. The annual dividend rate applicable to any month will in no event be less than the sum of .25% plus 55% of the average prime rate or greater than the sum of .25% plus 75% of the 
average prime rate. 
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Note 7: Capital Stock (continued) 


Regulatory Capital 

The bank is subject to the regulatory capital requirements defined by the 
Superintendent of Financial Institutions Canada (OSFI), which includes 
the use of Canadian GAAP. Two measures of capital strength established 
by OSFI, based on standards issued by the Bank for International 
Settlements (BIS), are risk-adjusted capital ratios and the assets-to- 
capital multiple. 

OSFI requires Canadian banks to maintain a minimum Tier 1 and 
Total capital ratio of 4% and 8%, respectively. However, OSFI has also 
formally established risk-based capital targets for deposit-taking institu- 
tions in Canada. These targets are a Tier 1 capital ratio of at least 7% and 
a Total capital ratio of at least 10%. At October 31, 2000, the bank’s 
Tier 1 and Total capital ratios were 8.6% and 12.0%, respectively 
(1999 —- 8.1% and 11.2%, respectively). 

In the evaluation of the bank’s assets-to-capital multiple, OSFI 
specifies that total assets, including specified off-balance sheet financial 
instruments, should be no greater than 20 times Total capital. At 
October 31, 2000, the bank’s assets-to-capital multiple was 15.3 times 
(1999 — 16.5 times). 
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During the year, the bank issued $650 million of Trust Capital 
Securities (RBC TruCS), a form of innovative Tier 1 capital, which are 
reported as Non-controlling interest in a subsidiary on the consolidated 
balance sheet. 


Other Developments 
On October 27, 2000, the bank entered into a five-year agreement with 
a AAA rated reinsurer, which requires the reinsurer to purchase up to 
$200 million of Non-cumulative first preferred shares at the October 27, 
2000 market price should the general allowance for credit losses be 
drawn down below a certain level. If these shares had been issued today 
they would qualify as Tier 1 capital. 

On October 30, 2000, the bank filed a preliminary prospectus pro- 
viding for an issuance of a second series of innovative Tier 1 capital, 
Trust Capital Securities (RBC TruCS), of up to $750 million. 


Note 8: Income Taxes 
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2000 1999 1998 
Provision for income tax in income 
Current 
Canada — Federal $ 799 $ 580 ¢ 501 
Provincial 349 234 302 
International 258 176 153 
1,406 990 956 
Deferred 
Canada — Federal 60 38 191 
Provincial 20 (3) 28 
International (41) (10) = 
39 25 219 
S21 445, $ TOPS aes IgglyZ5) 
Income tax expense (benefit) in shareholders’ equity 
Unrealized foreign currency translation 
gains and losses, net of hedging activities (37) 23} (299) 
Total income taxes $ 1,408 $ E223 eS 876 
Deferred Income Taxes (temporary differences) 
2000 1999 1998 
Deferred income tax asset (1) 
Allowance for credit losses $ 514 $ 509 ¢$ 364 
Premises and equipment 83 - 118 
Deferred income 81 62 - 
Deferred compensation 78 19 Th 
Tax loss carryforwards ied 19 233 
Other 223 835 Zi 
1,051 944 999 
Deferred income tax liability 
Pension expense (119) (141) (128) 
Deferred expense (59) = = 
Premises and equipment - (29) = 
Other (77) (171) (141) 
(255) (341) (269) 
Net deferred income tax asset $ 796) $ 603 $ 730 


(1) | The bank has determined that it is more likely than not that its deferred income tax asset will be realized through a combination of future reversals of temporary differences and taxable income. 


Reconciliation to Statutory Tax Rate 


2000 1999 1998 
Income taxes at Canadian statutory tax rate $ 1,600 42.8% $ 1,194 MS Oye 85 I Se 42.9% 
Increase (decrease) in income taxes resulting from 
Lower average tax rate applicable to subsidiaries (311) (8.3) (199) (7.1) (167) (5.4) 
Tax-exempt income from securities (7) (.2) (10) (.4) (10) (.4) 
Other 163 4.3 30 1.0 33 ita 
Income taxes reported in income/effective tax rate $ 1,445 38.16% $$ 1,015 86.596 gabe 75) 38.2% 


Foreign earnings of certain subsidiaries would be taxed only upon their 
repatriation to Canada. The bank has not recognized a deferred tax lia- 
bility for these undistributed earnings as management does not currently 
expect them to be repatriated. Taxes that would be payable if all foreign 


subsidiaries’ accumulated unremitted earnings were repatriated are esti- 
mated at $737 million as at October 31, 2000 (1999 — $729 million; 


1998 — $696 million). 


Canadian GAAP — Royal Bank of Canada 67A 


Consolidated Financial Statements 


Note 9: Employee Benefit Plans 


Pension Plan 


2000 1999 
Change in adjusted market value of plan assets # 
Adjusted market value of plan assets at beginning of year 4,076 $ 3,631 
Actual return on plan assets 326 350 
Company contributions 13 Ty 
Plan participant contributions 18 19 
Benefits paid (197) (183) 
Experience gains 112 235 
Foreign currency exchange rate changes (12) (12) 
Change in valuation allowance (4) (1) 
Transfers to other plans (11) (40) 
Adjusted market value of plan assets at end of year (1) a4cen $ ~4,076 
Change in benefit obligation it a 
Benefit obligation at beginning of year 3,583), $. -3;315 
Service cost 107 99 
Interest cost 254 240 
Plan participant contributions 18 19 
Actuarial loss 88 125 
Benefits paid (197) (183) 
Transfers to other plans (4) (34) 
Plan amendments 15 aa 
Foreign currency exchange rate changes (15) (9) 
Benefit obligation at end of year 3,849 $¢ 3,583 
Funded status 
Overfunded status at end of year 472, $ 493 
Unrecognized net actuarial gain (184) (163) 
Unrecognized transition obligation =(23) (25) 
Other (4) 4 
Prepaid benefit expense 261 $ 309 
Weighted average assumptions as at October 31 
Discount rate 7.0% 7.0% 
Assumed long-term rate of return on plan assets 7.0% 7.0% 
Rate of increase in future compensation 4.4% 4.4% 


(1) Pension fund assets are carried at adjusted market values, where adjustments are made to bring the value of the assets to market value over a three-year period. The actual market value of the 


assets at October 31, 2000, is $4,519 million (1999 — $4,135 million). 


Pension Benefit Expense (1) 


2000 1999 1998 
Service cost $ 107 i LGhe 86 
Interest cost 254 240 228 
Expected return on plan assets (288) (274) (254) 
Amortization of transition asset (2) - 10 
Amortization of prior service cost 22 22 - 
Amortization of net pension surplus - (1) = 
Recognized net actuarial loss (33) (27) (1) 
Change in valuation allowance 4 1 14 
Pension benefit expense $ 64 Whe NAS 83 


(1) An assumed discount rate of 7.0% (1999 — 7.0%; 1998 — 7.5%) was used to determine pension costs. 
(2) Postretirement health and dental care and life insurance benefits cost was $11 million in 2000 (1999 — $11 million; 1998 — $12 million). 
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RESSOP 

The bank offers a Royal Employee Savings and Share Ownership Plan 
(RESSOP) to its employees, whereby the bank contributes 50% of 
employees’ contributions to a maximum of 3% of the employee’s salary 
in the form of common shares. 

The bank contributed $39 million (1999 — $40 million; 1998 — 
$38 million), under the terms of RESSOP, towards the purchase of com- 
mon shares. As at October 31, 2000, an aggregate of 16,475,698 
common shares were held under RESSOP. 


Deferred Share Unit Plan 

A Deferred Share Unit Plan is offered to certain senior executive officers 
and non-employee directors of the bank. Under this plan, each officer 
may choose to receive all or a percentage of their annual incentive bonus 
in the form of deferred share units (DSUs). This election to participate 
in the plan must be made prior to the beginning of the fiscal year. The 
DSUs attract dividends in the form of additional DSUs at the same rate as 
dividends on the common shares. Officers and directors are not allowed 
to convert the DSUs until termination or retirement. The value of the 
DSUs, when converted to cash, will be equivalent to the market value of 
the common shares at the time the conversion takes place. The value of 
the DSUs as at October 31, 2000, was $26 million (1999 — $20 million). 


Deferred Bonus Plan — Corporate & Investment Banking 

A Deferred Bonus Plan is offered to certain key employees of the bank. 
Under this plan, a percentage of each employee’s annual incentive 
bonus is deferred and attracts dividends at the same rate as dividends 
on common shares. The value of the deferred bonus paid will be equiva- 
lent to the original deferred bonus adjusted for dividends and changes in 
the market value of common shares at the time the bonus is received. 
The employee will receive the deferred bonus in equal amounts on the 
three year-end dates following. The value of the deferred bonus as at 
October 31, 2000, was $81 million (1999 — $26 million). 


Stock Option Plan 

A Stock Option Plan is offered to certain key employees and non- 
employee directors of the bank. Under this plan, options are periodically 
granted to purchase common shares at prices not less than the market 
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price of such shares immediately prior to the grant date. The options vest 
over a 4-year period and are exercisable for periods not exceeding 10 years. 
For all options issued prior to 2000, the bank uses the intrinsic value 


~ method of accounting. There is no compensation expense recognized for 


the options since on the day of the grant the options exercise price is not 
less than the market price of the underlying stock. When the options are 
exercised, the proceeds received are credited to common shares. 

Beginning in 2000, the Stock Option Plan was amended and pre- 
dominantly all new stock option grants have a Stock Appreciation Right 
(SAR) attached. This entitles a participant to elect to exercise either an 
option or the corresponding SAR. SARs can be exchanged for a cash 
amount equal to the difference between the exercise price and the clos- 
ing price of the common shares on the day immediately preceding the 
day of exercise. Up to 100% of vested options can be exercised as SARs. 
The bank expects the SARs to be settled in cash and therefore accrues 
compensation expense on SARs over the vesting period equal to the excess 
of quoted market price at the balance sheet date over exercise price. 
The compensation expense recorded for the year ended October 31, 
2000, in respect of this plan was $52 million. 

Of the total options outstanding at October 31, 2000, 1,931,182 
options, all of which are exercisable, have exercise prices ranging from 
$14.46 to $15.68, or $15.61 on average ($15.61 exercisable), and an 
average remaining contractual life of 5.9 years; 11,647,448 options 
(2,497,648 exercisable) have exercise prices ranging from $24.80 to 
$36.90, or $30.58 on average ($25.36 exercisable), and an average 
remaining contractual life of 9.1 years; and 12,298,400 options 
(4,452,600 exercisable) have exercise prices ranging from $38.22 to 
$43.59, or $39.32 on average ($39.43 exercisable), and an average 
remaining contractual life of 8.5 years. 

The fair value of options granted in 2000, 1999 and 1998 is esti- 
mated using an option pricing model with the following assumptions: 
i) risk-free interest rate of 6.04% (1999 —- 5.10%; 1998 - 4.75%), 
ii) expected option life of 10 years, ii) expected volatility of 22% (1999 
and 1998 — 23%) and iv) expected dividends of 2.60% (1999 — 2.80%; 
1998 — 2.78%). The fair value of each option granted in 2000 was 
$10.26 (1999 — $10.93; 1998 — $10.70). 


Stock Options 
2000 11999 1998 

Number Weighted Number Weighted Number Weighted 
of options average of options average of options average 
(000s) exercise price (000s) exercise price (000s) exercise price 
Outstanding at beginning of year 20,966 $ 32.42 15,422 $ 28.66 OOO. — SS AOET/O) 
Granted 8,286 33.09 6,828 39.01 6,458 39.64 
Exercised (2,700) 22.05 (953) WSs (910) 18.86 
Cancelled (675) 36.10 (331) 35-50 (136) SOLS 
Outstanding at end of year 25,877 $ 33.62 2OO6bmE pS S2-42 15,422 $ 28.66 
Exercisable at end of year 8,881 $ 30.29 5988 $ 25.29 2,898 $ 18.84 

Available for grant 26,502 Qwik 14,310 
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Note 10: Restructuring Charges 


There were no restructuring charges in 2000. As at October 31, 2000, 
the remaining accrual balance in Other liabilities was $49 million, 
of which $22 million relates to staff reductions, $21 million relates to 


Occupancy, $2 million relates to dispositions of equipment and $4 mil- 
lion relates to Other expenses. 


Accrual balance Amount Accrual balance 
1999 utilized 2000 
Human resources $ 54 $ 32> Si meme 
Occupancy 71 50 21 
Equipment 5 3 42 bacenak 2 
Other iy ie OS Pee 
Total restructuring charges $ WAR SS 98 $ _ 49 
Note 11: Earnings per Share 

2000 1999 1998 

Basic earnings per share 
Net income Seei2i274 ..$ . 1,757...$..1,824 
Dividends on preferred shares 65 age) (157) (145) 
Net income available to common shareholders $e 2,140) $ - 1,600) + $. 9 1,679 
Average number of common shares outstanding 606,389 626,158 617,324 


Fully diluted earnings per share 


oo aos Ss de Sigg i 


Net income available to common shareholders $2 32,140, $ 1,600 $¢ 1,679 
Imputed income (1) 24 ZL. 27 
Net income adjusted for diluted computation $ “ 2,164 $ 1,627 $ 1,706 
Weighted average number of shares outstanding 606,389 626,158 617,324 
Convertible Class B and C shares (2) - 2,708 12,082 
Stock options (1) _ 17,939 20,434 14,634 
Weighted average fully diluted number of shares outstanding 624,328 649,300 644,040 


$947 $ 251 $ £2.65 


(1) The dilutive effect of stock options was computed by assuming the issuance of the weighted average number of stock options outstanding at the end of the period. Included in the net income 
is an imputed income amount, which comprises (a) the after-tax return of investing the proceeds from options exercised at an assumed investment rate, and (b) the dividends calculated for 


the Class B and C shares identified in the note below. 


(2) The convertible shares include the Class B and C shares issued by the bank's wholly owned subsidiary Royal Bank DS Holding Inc., on the acquisition of Richardson Greenshields Limited 
on November 1, 1996. The Class B shares are exchangeable into Royal Bank of Canada Common Shares, while the exchange of the Class C shares is determined based on the bank's average 
Common Share price during the 20 days prior to the date the exchange is made. During the year the bank exchanged 4,701 (1999 - 4,606,341) Class B shares and 8,008,712 (1999 — nil) 
Class C shares for 1,667,334 (1999 — 9,579,166) Common Shares. The remaining Class B and C shares outstanding are excluded from the weighted average number of shares calculation in 


2000, as they are anti-dilutive. 
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Note 12: Commitments and Contingencies 


Financial Instruments with Contractual Amounts Representing Credit Risk 
The primary purpose of these commitments is to ensure that funds are 
available to a customer as required. The bank’s policy for requiring col- 
lateral security with respect to these instruments and the types of 
collateral security held is generally the same as for loans. 

Guarantees and standby letters of credit, which represent irrevo- 
cable assurances that the bank will make payments in the event that a 
customer cannot meet its obligations to third parties, carry the same 
credit risk as loans. Documentary and commercial letters of credit, which 
are written undertakings by the bank on behalf of a customer authorizing 


Financial Instruments with Contractual Amounts Representing Credit Risk 
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a third party to draw drafts on the bank up to a stipulated amount under 
specific terms and conditions, are collateralized by the underlying ship- 
ments of goods to which they relate. 

In securities lending transactions, the bank acts as an agent for 
the owner of a security, who agrees to lend the security to a borrower for 
a fee, under the terms of a pre-arranged contract. The borrower must 
fully collateralize the security loan at all times. 

Commitments to extend credit represent unused portions of autho- 
rizations to extend credit in the form of loans, bankers’ acceptances, 
guarantees or letters of credit. 


2000 1999 
Guarantees and standby letters of credit $ 13,658 $ 14,130 
Documentary and commercial letters of credit 456 585 
Securities lending 20,333 19,833 
Commitments to extend credit 
Original term to maturity of 1 year or less 97,966 83,425 
Original term to maturity of more than 1 year 41,599 45,761 
Note issuance/revolving underwriting facilities 155 125 
$ 174,167 $ 163,859 


Lease Commitments 

Minimum future rental commitments for premises and equipment under 
long-term non-cancellable leases for the next five years and thereafter 
are shown below. 


Lease Commitments 


2001 $ 249 
2002 217 
2003 188 
2004 170 
2005 L577. 
Thereafter 921 
Total $ 1,902 
Litigation 


Various legal proceedings are pending that challenge certain practices or 
actions of the bank and its subsidiaries. Many of these proceedings are 
loan-related and are in reaction to steps taken by the bank and its sub- 
sidiaries to collect delinquent loans and enforce rights in collateral 
securing such loans. Management considers that the aggregate liability 
resulting from these proceedings will not be material. 


Pledged Assets 

Securities with a carrying value of $27.6 billion (1999 — $30.3 billion) 
have been pledged as collateral for various types of funding transactions 
including obligations related to assets sold under repurchase agreements 
and obligations related to securities sold short. Included in the above 
amount are assets with a carrying value of $2.4 billion (1999 — $1.3 bil- 
lion) that have been deposited as collateral in order to participate in 
clearing and payment systems and depositories or to have access to the 
facilities of central banks in foreign jurisdictions. 


Acquisitions 

Liberty Life Insurance Company and 

Liberty Insurance Services Corporation 

On June 19, 2000, the bank announced it had reached an agreement to 
acquire Liberty Life Insurance Company and Liberty Insurance Services 
Corporation, which are the insurance subsidiaries and certain other sub- 
sidiaries of Liberty Corporation. Under the agreement, Liberty Corporation 
will receive proceeds of approximately US$650 million consisting of a 
dividend from Liberty Life Insurance Company of up to US$70 million 
and the balance in cash from the bank. This transaction closed on 
November 1, 2000, and will be accounted for using the purchase 
method. The excess of the purchase price over the estimated fair value of 
the net tangible assets acquired, which is approximately US$110 mil- 
lion, will first be allocated to identifiable intangible assets, with the 
residual excess allocated to Goodwill. Goodwill amortization will be on a 
straight-line basis over 15 years. 


Dain Rauscher Corporation 

On September 28, 2000, the bank and Dain Rauscher Corporation 
(Dain Rauscher) announced that they signed a definitive merger agree- 
ment by which the bank will acquire Dain Rauscher. Dain Rauscher will 
be renamed RBC Dain Rauscher Wessels. 

As a result of the merger, each Dain Rauscher common share will 
convert into the right to receive US$95 in cash. The transaction is valued 
at US$1.456 billion. The transaction will be accounted for using the pur- 
chase method and the excess of the purchase price over the estimated 
fair value of the net tangible assets acquired, which is approximately 
US$947 million, will first be allocated to identifiable intangible assets, 
with the residual excess allocated to Goodwill. Goodwill amortization will 
be on a straight-line basis over 20 years. The merger, which is subject to 
regulatory approval, approval from the stockholders of Dain Rauscher 
and other customary closing conditions, is expected to be completed 
during the bank’s first quarter of fiscal 2001. 
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Note 13: Derivative Financial Instruments 


Derivative financial instruments are financial contracts whose value is 
derived from an underlying interest rate, foreign exchange rate, equity or 
commodity instrument or index. 


Derivative Product Types 
The bank uses the following derivative financial instruments for both 
trading and non-trading purposes. 

Swaps are transactions in which two parties exchange cash flows on 
a specified notional amount for a predetermined period. For interest rate 
swaps, fixed and floating interest payments are exchanged based on a 
notional amount. Cross currency swaps involve the exchange of fixed or 
floating interest payments in one currency for the receipt of fixed or float- 
ing interest payments in another currency. Cross currency interest rate 
swaps involve the exchange of both interest and principal amounts in two 
different currencies. 

Forwards and futures are contractual obligations to buy or sell a 
financial instrument on a future date at a specified price. Forward con- 
tracts are effectively tailor-made agreements that are transacted between 
counterparties in the over-the-counter market, whereas futures are stan- 
dardized contracts that are transacted on regulated exchanges. 

Options are contractual agreements under which the seller (writer) 
grants the purchaser the right, but not the obligation, either to buy (call 
option) or sell (put option), by or at a set date, a specified amount of a 
financial instrument at a predetermined price. The seller receives a pre- 
mium from the purchaser for this right. 


Derivatives Held or Issued for Trading Purposes 

Most of the bank’s derivative transactions relate to sales and trading 
activities. Sales activities include the structuring and marketing of deriv- 
ative products to customers at competitive prices to enable them to 
transfer, modify or reduce current or expected risks. Trading involves 
market-making, positioning and arbitrage activities. Market-making 
involves quoting bid and offer prices to other market participants with 
the intention of generating revenues based on spread and volume. 
Positioning involves managing market risk positions with the expectation 
of profiting from favourable movements in prices, rates or indices. 
Arbitrage activities involve identifying and profiting from price differen- 
tials between markets and products. The bank does not deal, to any 
significant extent, in leveraged derivative transactions. These transac- 
tions contain a multiplier which, for any given change in market prices, 
could cause the change in the transaction’s fair value to be significantly 
different from the change in fair value that would occur for a similar 
derivative without the multiplier. 


Derivatives Held or Issued for Non-Trading Purposes 
The bank also uses derivatives in connection with its own asset/liability 
management activities, which include hedging and investment activities. 
Interest rate swaps are used to adjust exposure to interest rate risk 
by modifying the repricing or maturity characteristics of existing and/or 
anticipated assets and liabilities. As at October 31, 2000, the level of 
interest rate derivatives in place to hedge anticipated transactions, and 
accounted for as a hedge, was insignificant. Purchased interest rate 
options are used to hedge redeemable deposits and other options 
embedded in consumer products. Written options are used in the bank’s 
asset/liability management activities when specifically linked to a pur- 
chased option in the form of a collar. The amount of the bank’s deferred 
gains and losses associated with non-trading derivatives hedging antici- 
pated transactions was insignificant. 
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Derivatives — Notional Amounts and Replacement Cost 

The tables following provide the notional amounts and gross positive 
replacement cost of the bank’s derivative transactions. Notional 
amounts, which are off-balance sheet, serve as a point of reference for 
calculating payments and are a common measure of business volume. 
The gross replacement cost of derivatives represents the total current 
replacement value of all outstanding transactions in a gain position, 
before factoring in the impact of master netting agreements. 


Derivative-Related Credit Risk 

Credit risk from derivative transactions is generated by the potential for 
the counterparty to default on its contractual obligations when one or 
more transactions have a positive market value to the bank. This market 
value is referred to as replacement cost since it is an estimate of what it 
would cost to replace transactions at prevailing market rates if a default 
occurred. 

For internal risk management purposes, the credit risk arising from 
a derivative transaction is defined as the sum of the replacement cost 
plus an add-on that is an estimate of the potential change in the market 
value of the transaction through to maturity. The add-on is determined by 
statistically based models that project the expected volatility of the vari- 
able(s) underlying the derivative, whether interest rate, foreign exchange 
rate, equity or commodity price. Both the replacement cost and the add- 
on are continually re-evaluated over the life of each transaction to ensure 
that sound credit risk valuations are used. 

Netting is a technique that can reduce credit exposure from deriv- 
atives and is generally facilitated through the use of master netting 
agreements. The two main categories of netting are close-out netting 
and settlement netting. Under the close-out netting provision, if the 
counterparty defaults, the bank has the right to terminate all transac- 
tions covered by the master agreement at the then-prevailing market 
values and to sum the resulting market values, offsetting negative 
against positive values, to arrive at a single net amount owed by either 
the counterparty or the bank. Under the settlement netting provision, all 
payments and receipts in the same currency and due on the same day 
between specified pairs of bank and counterparty units are netted, gen- 
erating a single payment in each currency, due either by the bank or the 
counterparty unit. The bank actively encourages counterparties to enter 
into master netting agreements. However, measurement of the bank’s 
credit exposure arising out of derivative transactions is not reduced to 
reflect the effects of netting unless the enforceability of that netting is 
supported by appropriate legal analysis as documented in bank policy. 

To further manage derivative-related counterparty credit exposure, 
the bank enters into agreements containing mark-to-market cap provi- 
sions with some counterparties. Under such provisions, the bank has the 
right to request that the counterparty pay down or collateralize the cur- 
rent market value of its derivatives position with the bank. The use of 
collateral does not currently represent a significant credit mitigation 
technique for the bank in managing derivative-related credit risk. 


The bank subjects its derivative-related credit risks to the same 
credit approval, limit and monitoring standards that it uses for managing 
other transactions that create credit exposure. This includes evaluation 
of counterparties as to creditworthiness, and managing the size, diversi- 
fication and maturity structure of the portfolio. Credit utilization for all 
products is compared with established limits on a continual basis and is 
subject to a standard exception reporting process. The bank utilizes a 
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single internal rating system for all credit risk exposure. In most cases, 
these internal ratings approximate the external risk ratings of public rat- 
ing agencies. The table below shows replacement cost, both before and 
after the impact of netting, of the bank’s derivatives by risk rating and by 
counterparty type. During 2000 and 1999, neither the bank’s actual 
credit losses arising from derivative transactions nor the level of impaired 
derivative contracts were significant. 


Replacement Cost of Derivative Financial Instruments by Risk Rating and by Counterparty Type 


Risk rating (1) Counterparty type (2) 
BB or OECD 
As at October 31, 2000 AAA, AA A BBB lower Total Banks governments Other Total 
Gross positive replacement cost (3) $ 11,588 $ 6,693 $ 1,692 $ 590) $e" 20;563" $ 13,035 $ 1,846 $ 5,682 $ 20,563 
Impact of master netting agreements (7,313) (2,583) (346) (256) (10,498) (9,006) - (1,492) (10,498) 
Replacement cost (after netting agreements) $ 4,275: .$ 4,110 $ 1,346 $ 334 $ 10,065 $ 4,029 $ 1,846 $ 4,190 $ 10,065 
Replacement cost (after netting agreements) — 1999 $ 4,336 $ 2,758 $ 762 $ 485 $ 8,341 $ 4,535 $ 1,390 $ 2,416 $ 8,341 


(1) 
and lower represent non-investment grade ratings. 
(2) Counterparty type is defined in accordance with the capital adequacy requirements of the 


(3) 


The bank's internal risk ratings for major counterparty types approximate those of public rating agencies. Ratings of AAA, AA, A and BBB represent investment grade ratings and ratings of BB 


Superintendent of Financial Institutions Canada. 


Represents the total current replacement value of all outstanding contracts in a gain position, before factoring in the impact of master netting agreements. 


Notional Amount of Derivatives by Term to Maturity and Replacement Cost 


Term to maturity 2000 1999 
Within 1 to Over Other than Replacement Other than Replacement 
1 year 5 years 5 years (1) Total Trading trading cost (2) Trading trading cost (2) 
Over-the-counter (OTC) contracts ' 
Interest rate contracts 
Forward rate agreements $ 15,966 $ 552 $ - $ 16,518 $ 16,518 $ - $ a $ 28,822 $ - §$ 19 
Swaps 157,262 280,770 92,620 530,652 477,038 53,614 4,517 394,090 77,796 4,475 
Options purchased 20,876 6,658 4,161 31,695 31,564 131 168 41,444 PRANTAO) 230 
Options written 19,951 8,068 4,619 32,638 32,306 332 - 44,155 2,783 - 
Foreign exchange contracts 
Forward contracts 526,672 25,699 2,496 554,867 540,790 14,077 10,878 616,867 8,379 8,336 
Cross currency swaps 708 2,144 2,436 5,288 4,836 452 180 3,812 390 123 
Cross currency interest rate swaps 19,146 23,965 14,649 57,760 49,186 8,574 2,456 36,457 11,491 1,371 
Options purchased 45,251 2,149" - 47,400 47,212 188 934 46,425 29 826 
Options written 51,179 2,243 41 53,463 53,275 188 - 55,599 29 - 
Other contracts (3) 11,038 3,694 1,683 16,415 16,415 - 1,423 11,608 - 892 
Exchange-traded contracts 
Interest rate contracts 
Futures — long positions 12,218 2,750 6 14,974 14,544 430 - 20,971 1,897 - 
Futures — short positions 16,542 | 4,196 11 20,749 19,949 800 - 15,458 880 - 
Options purchased 12,117 - - 12,117 12,117 - - 6,192 - - 
Options written 18,909 - - 18,909 18,909 - - 6,087 - - 
Foreign exchange contracts 
Futures — long positions 534 1 - 535 535 - - 53 - = 
Futures — short positions 15 2 - 17 iW - - 610 - - 
Other contracts (3) 34,905 14,120 - 49,025 49,025 - - 21,191 - - 
$ 963,289 $ 377,011. $ 122,722 $1,463,022 $1,384,236 $ 78,786 $ 20,563 $1,349,841 $ 105,844 $ 16,272 
Impact of master netting agreements 
With intent to settle net or 
simultaneously (4) $ (27) (18) 
Without intent to settle net or 
simultaneously (5) (10,471) (7,913) 
$ 10,065 $ 8,341 


Includes contracts maturing in over 10 years with a notional value of $12,390 million and related gross positive replacement cost of $329 million. 


(2) Represents the total current replacement value of all outstanding contracts in a gain position, before factoring in the impact of master netting agreements. Exchange-traded contracts are 
excluded from this presentation as the credit risk associated with these instruments is minimal since they are settled in cash on a daily basis. Written options are excluded as they represent 


obligations of the bank and as such do not attract credit risk. 


(3) Comprised of precious metals, commodity and equity-linked contracts. 
(4) 
simultaneously. 
(5) Additional impact of offsetting credit exposures on contracts where the bank has a legally 


basis or simultaneously. 


Impact of offsetting credit exposures on contracts where the bank has both a legally enforceable master netting agreement in place and intends to settle the contracts on either a net basis or 


enforceable master netting agreement in place but does not intend to settle the contracts on a net 
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Note 14: Concentrations of Credit Risk 


Concentrations of credit risk exist if a number of customers are engaged 
in similar activities, or are located in the same geographic region or have 
comparable economic characteristics such that their ability to meet con- 
tractual obligations would be similarly affected by changes in economic, 
political or other conditions. Concentrations of credit risk indicate the 
relative sensitivity of the bank’s performance to developments affecting a 
particular industry or geographic location. Management does not believe 
that the concentrations described below are unusual. 


On-Balance Sheet Assets 

Of the $186 billion (1999 — $174 billion) in total loans and accep- 
tances before loan allowances, 83% (1999 — 81%) relates to borrowers 
located in Canada with the largest provincial concentrations being 
Ontario —- 39% (1999 — 39%) and British Columbia — 14% (1999 — 
13%). No industry or foreign jurisdiction accounts for more than 10% of 
total loans. 


Off-Balance Sheet Financial Instruments 

Financial instruments with contractual amounts representing credit risk 
Of the $174 billion (1999 — $164 billion) in off-balance sheet financial 
instruments with contractual amounts representing credit risk as at 
October 31, 2000, approximately 51% relates to Canada, 33% to the 
United States and 11% to Europe (1999 — 49%, 34% and 14%, 
respectively). 


Note 15: Estimated Fair Value of Financial Instruments 


The estimated fair values are designed to approximate values at which 
these instruments could be exchanged in a current transaction between 
willing parties. However, many of the financial instruments lack an avail- 
able trading market and therefore, fair values are based on estimates 
using net present value and other valuation techniques, which are signif- 
icantly affected by the assumptions used concerning the amount and 
timing of estimated future cash flows and discount rates, which reflect 
varying degrees of risk. Furthermore, due to the use of subjective judgment 


Financial Instruments 


Included in the $174 billion of these credit instruments are com- 
mitments to extend Credit totalling $140 billion (1999 — $129 billion), 
of which 49% relates to Canada, 33% to the United States and 11% to 
Europe (1999 — 46%, 35% and 16%, respectively). Of the commit- 
ments to extend credit, the largest industry concentration relates to 
financial institutions (37%), mining and energy (13%), transportation 
(11%) and manufacturing (10%) (1999 - 32%, 16%, 12% and 13%, 
respectively). No other industry sector accounts for more than 10% of 
the total. 


Derivatives 
Credit risk represents the current replacement value of all outstanding 
over-the-counter derivative contracts in a gain position without factoring 
in the impact of master netting agreements or the value of any collateral. 
Credit risk totalled $20.6 billion and $16.3 billion as at October 31, 2000 
and 1999, respectively. Based on the location of the ultimate counter- 
party, 42% of this credit risk amount relates to Europe, 28% to the 
United States, 22% to Canada and 7% to Asia Pacific (1999 - 41%, 
24%, 22% and 12%, respectively). 

The largest concentration by counterparty type of this credit risk 
exposure is with banks at 61% (1999 — 68%). 


and uncertainties, the aggregate fair value amounts should not be inter- 
preted as being realizable in an immediate settlement of the instruments. 

The estimated fair values disclosed below do not reflect the value 
of assets and liabilities that are not considered financial instruments 
such as “premises and equipment.” In addition, the values of other non- 
financial assets and liabilities, such as intangible values of customer 
relationships, have been excluded. 


2000 1999 
Book value Fair value Difference Book value Fair value Difference 
Financial assets E 
Cash resources (1) $ 19,606 $ 19,606 §$ mS) -23:042- 09S) 23042 - 
Securities (2) 57,010 56,919 (91) 50,559 50,418 (141) 
Loans (3) 172,647 Lfs,0502 905 163,227 Tosy2sll 4 
Customers’ liability under acceptances (1) 11,628 11,628 ~ 9,257 9,257 - 
Other assets (4) 25,680 25,788 108 21,720 BY TUF (3) 
Financial liabilities 
Deposits (5) 202,896 204,386 (1,490) 187,897 189,209 (1,312) 
Acceptances (1) 11,628 11,628 - 9,257 9,257 - 
Obligations related to securities sold short (1) 13,419 13,419 - 17,885 17,885 - 
Obligations related to assets sold under 
repurchase agreements (1) 9,005 9,005 - 9,396 9,396 - 
Other liabilities (4) 32,723 32,723 - 28,901 28,901 ~ 
Subordinated debentures (6) 5,825 5,809 16 4,596 4,523 76s! 


(1) Due to their short-term maturity, the carrying values of certain on-balance sheet financial instruments are assumed to approximate their fair values. 

(2) The estimated fair values are provided in the Securities note to the consolidated financial statements (note 3). These are based on quoted market prices, when available. If quoted market 
prices are not available, fair values are estimated using quoted market prices of similar securities. 

(3) For certain variable rate loans that reprice frequently, fair values are assumed to be equal to the carrying values. The fair values of other loans are estimated through a discounted cash flow 
calculation that applies market interest rates currently charged for similar new loans to expected maturity amounts. 

(4) The carrying values of Other assets and Other liabilities approximate their fair values with the exception of amounts relating to derivative financial instruments held or issued for other than 
trading purposes. The net fair value over book value for these instruments is shown in Other assets. : 

(5) The fair values of deposits with no stated maturity are assumed to be equal to their carrying values. The estimated fair values of fixed rate deposits are determined by discounting the 
expected cash fiows, using market interest rates currently offered for deposits of similar remaining maturities (adjusted for early redemptions where appropriate). 

(6) The fair values of the debentures are based on quoted market prices for similar issues, or current rates offered to the bank for debt of the same remaining maturity. 
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2000 1999 
Average fair value Year-end Year-end 
for the year ended (2) fair value fair value 
Positive Negative Positive Negative Positive Negative 
Held or issued for trading purposes 
Interest rate contracts 
Forward rate agreements 10 $ 9 L$" 4 TOE '¢ 27 
Swaps 3,952 4,545 3,845 4,574 Sh 23 4,337 
Options purchased 192 - 168 - 227 - 
Options written = 161 - 136 - 203 
j 4,154 4,715 4,020 4,714 3,969 4,567 
Foreign exchange contracts ss 
Forward contracts 8,620 8,185 10,683 9,722 8,272 7,857 
Cross currency swaps 127 121 91 125 122 109 
Cross currency interest rate swaps 1,644 1,163 2,164 1,830 1,270 955 
Options purchased 723 eae 934 - 826 ~ 
Options written - 654 - 950 - 733 
11,114 10,123 13,872 12,627 10,490 9,654 
Other contracts 1,143 1,182 1,423 1,178 892 1,094 
16,411 $ 16,020 19,315 $ 18,519 WEES RS SHS) 
Held or issued for other than trading purposes : 
Interest rate contracts 
Swaps 672 ¢ 256 752) GS 301 
Options purchased - - 3 - 
Options written - Z - 8 
672 263 US 309 
Foreign exchange contracts 
Forward contracts 195 310 64 43 
Cross currency swaps 89 89 1 29 
Cross currency interest rate swaps 292 252 101 334 
576 651 166 406 
1,248 $ 914 9? IP HS 7S 
Total gross fair values before netting 20,563 19,433 ISD SS ANG} SIO) 
Impact of master netting agreements 
With intent to settle net or simultaneously (3) (27) (27) (18) (18) 
Without intent to settle net or simultaneously (4) (10,471) (10,471) (7,913) (913) 
Total $ 10,065 $ 8,935 oA ee, O99 


(1) _ The fair values of derivatives are presented on a gross basis before the impact of legally enforceable master netting agreements. The fair values of derivatives are determined using various 
methodologies including: quoted market prices, where available; prevailing market rates for instruments with similar characteristics and maturities; net present value analysis or other pricing 


models as appropriate. 


(2) Average fair value amounts are calculated based on monthly balances. 


(3) Impact of offsetting credit exposures on contracts where the bank has both a legally enforceable master netting agreement in place and intends to settle the contracts on either a net basis or 


simultaneously. 


(4) Additional impact of offsetting credit exposures on contracts where the bank has a legally enforceable master netting agreement in place but does not intend to settle the contracts on a net 


basis or simultaneously. 
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Note 16: Contractual Repricing and Maturity Schedule 


The table below details the bank’s exposure to interest rate risk as defined 
and prescribed by the Canadian Institute of Chartered Accountants hand- 
book Section 3860, Financial Instruments — Disclosure and Presentation. 
On- and off-balance sheet financial instruments are reported based on 
the earlier of their contractual repricing date or maturity date. Effective 
interest rates have been disclosed where applicable. The effective rates 
shown represent historical rates for fixed rate instruments carried at 
amortized cost and current market rates for floating rate instruments or 
instruments carried at fair value. 


Carrying Amount by Earlier of Contractual Repricing or Maturity Date 


The table below does not incorporate management’s expectation of 
future events where expected repricing or maturity dates differ signifi- 
cantly from the contractual dates. The bank incorporates these assumptions 
in the management of its interest rate risk exposure. These assumptions 
include expected repricing of trading instruments and certain loans and 
deposits. Taking into account these assumptions on the consolidated 
contractual repricing and maturity schedule at October 31, 2000, would 
result in a change in the under-l-year gap from ($27.8) billion to 
($12.1) billion (1999 — ($26.9) billion to ($5.3) billion). 


Immediately Under 3 3to6 6 to 12 1to5 Over 5 Non-interest- 
rate-sensitive months months months years years sensitive Total 
Assets 
Cash resources $ =~ $-16,458 65 Beale 5s 79S Sle es = iwc 893 $ 19,606 
Effective interest rate 5.00% 6.27% 6.94% 7.00% 
Securities 
Trading account — 10,012 S1253) 2,396 7,393 6,013 13,949 43,016 
Effective interest rate 5.98% 6.04% 6.12% 6.04% 6.25% 
Investment account and loan substitute - 4,209 1,936 997 5,038 989 825 13,994 
Effective interest rate 5.82% 6.11% 6.49% 6.30% 8.12% 
Loans 37,718 535553 8,573 11,186 57,694 4,478 (555) ..172,647 
Effective interest rate 7.58% 7.28% 7.35% 7.01% 7.10% 
Other assets = = - ~ - - 40,477 40,477 
37,718 84,232 A Sif, 16,158 70,186 11,480 55,589 289,740 
Liabilities 
Deposits 68,353 Tks Wee 12,768 18,104 24,459 1,080 —' 202,896 
Effective interest rate byes 5.52% 5.67% 5.67% 5.59% 
Obligations related to securities sold short - 319 95 383 4,427 4,210 3,985 13,419 
Effective interest rate 6.21% 5.92% 6.10% 6.14% 6.20% 
Obligations related to assets sold 
under repurchase agreements - 7,977 739 50 173 66 - 9,005 
Effective interest rate 6.34% 6.20% 5.98% 6.03% 6.17% 
Other liabilities ~ - - - - - 44,351 44,351 
Effective interest rate 
Subordinated debentures - 1,267 - 15 2,326 PREM - 5,825 
Effective interest rate 5.74% 10.75% 5.98% 7.27% 
Non-controlling interest in subsidiaries = ~ - - - 650 53 703 
Effective interest rate 7.88% 
Shareholders’ equity 150 - - 300 sew sh5) 300 11,656 13,541 
Effective interest rate 9.00% 6.76% 4.70% 
68,503 87,695 13,602 18,852 BP syA0) 8,523 60,045 289,740 
On-balance sheet gap (30,785) (3,463) TS (2,694) 37,666 ZOO: (4,456) - 
Off-balance sheet financial instruments (1) 
Derivatives used for asset liability 
management purposes 
Pay side instruments - (25,878) (1,715) (1,498) (19,462) (3,363) - (51,916) 
Effective interest rate 5.96% 5.71% 6.68% 5.95% 6.24% 
Receive side instruments ~ 27,619 2,992 5,105 11,796 4,404 - 51,916 
Effective interest rate 6.34% 5.55% 6.20% 6.21% 6.42% 
Derivatives used for 
trading purposes = 14,915 (3,203) (9,985) 4,382 163 (6,272) - 
Effective interest rate 5.83% 5.83% 5.94% 5.94% 6.03% 
- 16,656 (1,926) (6,378) (3,284) 1,204 (6,272) - 
Total gap $ (30;785) S sigs SL S I) es: (9072) 59734 ,382.. $224,161 $00 7238)$ - 
Canadian dollar (18,165) (1,998) 4,484 (636) 32,951 2,649 (14,437) 4,848 
Foreign currency (12,620) 15,191 (5,635) (8,436) iyesisal 15% 3,709 (4,848) 
Total gap SHS05785)" > laos S$ Ul l5o1) Su (072) $ s4562 6 4,161 as (lO 726) & ~ 
Canadian dollar — 1999 (18,044) 4,055 345 1,677 25,535 3,392 (12,769) 4,191 
Foreign currency — 1999 (11,154) (2,749) (54) (968) 4,899 6,038 (203) (4,191) 
Total gap — 1999 $ (29,198) $ 1,306 $ 291 $ 709 $ 30,434 $ 9,430 $(12,972) $ - 


(1) Represents net notional amounts. 
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Note 17: Reconciliation of Canadian and United States Generally Accepted Accounting Principles 


These consolidated financial statements are prepared in accordance 
with Canadian generally accepted accounting principles (GAAP), includ- 
ing the accounting requirements of the Superintendent of Financial 


Summary of Reconciliation to U.S. GAAP 


Institutions Canada. As required by the United States Securities and 
Exchange Commission, material differences between Canadian and 
United States GAAP are described below. 


2000 1999 1998 
Shareholders’ Shareholders’ Shareholders’ 

Net income equity Assets Net income equity Assets Net income equity Assets 
Canadian GAAP $ 2,274 $ 13,541 $ 289,740 $ EFAS ES 12,615 $ 270,650 $ 1,824 $ 11,892 $ 274,399 
Reclassification of securities (1) S (56) (46) = (85) (85) - 56 56 
Postretirement benefits other than pensions (2) (35) (163) 123 (37) (128) 97 (33) (91) 70 
Pension benefits (3) = (27) (27) (6) (27) (27) (21) (21) (20) 
Trade date accounting (4) - = 419 - - 2,327 - - 6,520 
Merger consummation costs (5) - - - 14 = = (14) (14) (23) 
Insurance accounting (6) } (29) (13) 416 16 16 283 - - - 
Other (7) ; (2) 15 3,429 (19) 17 53 16 36 72 
U.S. GAAP $ 2,208 $ 13,297 $ 294,054 $ 1,725 $ 12,408 $ 273,298 $ faces 3 11,858 $ 281,074 

Earnings per share $= 3.42 $ 2.50 $ 2.64 

Fully diluted earnings per share $ 3.40 5 $ 2.48 $ 2.58 


(1) 


(3) 


(5) 


(7) 


Under U.S. GAAP, Securities are classified as trading account (carried at estimated current market value), Available for sale (carried at estimated current market value) or Held to maturity (carried 
at amortized cost). The net unrealized gain (loss) on Available for sale securities, net of hedging activities and related income taxes, is reported as Other comprehensive income within 
Shareholders’ equity. Under Canadian GAAP, Securities are classified as Investment account (carried at amortized cost) or Trading account (carried at estimated current market value). Classifying 
Securities in accordance with U.S. GAAP would decrease Securities by $97 million, increase the related Deferred income taxes included in Other assets by $43 million, increase Other assets by $8 million 
and Other liabilities by $10 million as a result of marking to market the instruments that hedge Available for sale securities, and decrease Shareholders’ equity by $56 million as at October 31, 2000. 
Under U.S. GAAP, the costs of postretirement benefits other than pensions are accrued over the working lives of employees in a manner similar to pension costs. Under Canadian GAAP, these 
costs are charged to income as incurred. The after-tax cost of providing postretirement benefits other than pensions in excess of the expenditures recognized under Canadian GAAP would 
decrease Net income under U.S. GAAP by $35 million for the year ended October 31, 2000. The cumulative pre-tax cost would increase Other liabilities by $286 million, the related Deferred 
income taxes would increase Other assets by $123 million and Shareholders’ equity would decrease by $163 million as at October 31, 2000. 

Under U.S. GAAP, the assumed discount rate used to determine pension costs reflects the rate at which the pension benefit obligation could effectively be settled at the beginning of the fiscal 
year. Under Canadian GAAP, a long-term weighted average discount rate is used to determine pension costs. The cumulative pre-tax cost resulting from the application of U.S. GAAP to the 
bank’s pension accounting would decrease Other assets by $48 million, the related Deferred income taxes would increase Other assets by $21 million and Shareholders’ equity would decrease 
by $27 million as at October 31, 2000. 

Under U.S. GAAP, trade date accounting for Securities is used for both the consolidated balance sheet and the consolidated income statement. The bank's practice under Canadian GAAP is 
settlement date accounting for the consolidated balance sheet and trade date accounting for the consolidated income statement. The application of trade date accounting to the bank’s 
consolidated balance sheet would increase Securities by $156 million, Other assets by $263 million and Other liabilities by $419 million as at October 31, 2000. 

Under U.S. GAAP, costs incurred to effect a business combination accounted for as a pooling of interests are expensed as incurred. As a result, merger consummation costs of $24 million 
incurred in 1998 to effect the proposed merger with Bank of Montreal would be charged to income in 1998 under U.S. GAAP. Under Canadian GAAP, these costs were deferred as Other 
assets, and were to be charged directly to Retained earnings when the merger was consummated. Following the rejection of the proposed merger by the Minister of Finance in December 1998, 
the deferred costs amounting to $24 million plus additional costs of $12 million were charged to income in 1999 under Canadian GAAP. The $36 million charged to income under Canadian 
GAAP exceeded, by $24 million, the $12 million that would be charged to income under U.S. GAAP in 1999. This would result in Net income under U.S. GAAP being $14 million higher for 
the year ended October 31, 1999. 

There are differences between U.S. and Canadian GAAP with respect to life insurance premiums, investment accounting and actuarial reserving. These lead to timing differences in the 
charging or releasing of actuarial reserves to income and in the recognition of realized gains and losses on investments. The application of U.S. GAAP to the bank’s insurance operations would 
decrease Net income by $29 million for the year ended October 31, 2000. Also, excluding the effects of reclassification of Securities which are included in footnote (1) above, Other assets and 
Other liabilities would increase by $402 million and $429 million respectively, the related Deferred income taxes would increase Other assets by a further $14 million and Shareholders’ equity 
would decrease by $13 million as at October 31, 2000. 

Other differences between U.S. and Canadian GAAP relate to the right of offset and other minor items. The net of these items would decrease Net income under U.S. GAAP by $2 million for the 


year ended October 31, 2000, and would increase Shareholders’ equity by $15 million, Assets by $3,429 million and liabilities by $3,414 million as at October 31, 2000. 


Future Accounting Changes 
Financial Accounting Standards Board Statement of Financial 
Accounting Standards No. 133, Accounting for Derivative Instruments 
and Hedging Activities (FAS 133), as amended by FAS 138, is effective 
for the bank’s fiscal year beginning November 1, 2000. Under the cur- 
rent accounting policy for derivatives, as described in note 1, only 
derivatives used in sales and trading activities are recorded on the bal- 
ance sheet at fair value. FAS 133 will require that a// derivative 
instruments be recorded on the consolidated balance sheet at fair value 
including derivatives embedded in financial instruments or contracts 
that are not clearly and closely related to the economic characteristics of 
the host financial instrument or contract. Changes in the fair value of 
derivatives will be recorded in Net income or, if the derivative is desig- 
nated as a cash flow hedge, in Other comprehensive income within 
Shareholders’ equity. 

For fair value hedge transactions, in which the bank is hedging 
changes in the fair value of an asset, liability or firm commitment, 
changes in the fair value of the derivative instrument will generally be 


offset in Net income by changes in the fair value of the hedged item 
relating to the risk being hedged. For cash flow hedge transactions, in 
which the bank is hedging the variability in cash flows related to a vari- 
able rate asset, liability or a forecasted transaction, the effective portion 
of the changes in the fair value of the derivative instrument will be 
reported in Other comprehensive income. The gains and losses on the 
derivative instrument that will be reported in Other comprehensive 
income will be reclassified to Net income in the periods in which Net 
income is affected by the variability in the cash flows of the hedged item. 
The ineffective portion of all hedges will be recognized in Net income. 

On November 1, 2000, the bank will record a cumulative transition 
adjustment recognizing after-tax gains of $20 million in Net income and 
$60 million in Other comprehensive income. Assets will increase by 
$540 million and liabilities by $460 million as a result of recording all 
derivative instruments and all fair value hedged items on the consoli- 
dated balance sheet at fair value. 
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Consolidated Balance Sheet 


As at October 31 


($ millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 
Assets 
Cash resources $ 19606 $ 23,042 $ 16,395 $ 21,392 $ 23,567 $ 17,710 $ 16449 $ 10874 $ 10,938 $ 8,820 $ 8,763 
Securities 57,010 50,559 41,399 33037, 43,490 32,705 27,695 24,011 16,146 13,436 9,449 
Loans Lines 
Residential mortgage 62,984 59,242 57,069 53,369 48,120 45,131 44,109 43,781 32,609 29,105 25,734 
Personal 28,019 25,255; 22,761 20,864 18,440 16,923 16,508 16,487 15,462 14,775 14,392 
Credit card 4,666 2,666 1,945 2,324 Sibee 3,435 3,321 3,090 PRE 2,57 2,434 
Business and government 60,546 57,676 65,598 62,837 56,138 51,500 48,748 52,062 52,502 53,251 52,597 
Reverse repurchase agreements 18,303 20,272 19,907 18,642 11,446 4,591 5,259 5,304 607 600 - 
174,518 165,111 167,280 158,036 137,666 121,580 117,945 120,724 103,712 100,302 95,157 
Allowance for loan losses (1,871) (1,884) (2,026) (1,769) (1,875) (2,003) (2,559) (4,255) (3,575) (1,958) (2,463) 
172,647 163,227 165,254 156,267 135,791 119,577 115,386 116,469 100,137 98,344 92,694 
Other 
Derivative-related amounts (1) 19,155, PS 51 30,413 14,776 12,994 12,378 - - - - - 
Acceptances 11,628 9,257 10,620 10,561 7,423 6,300 6,205 6,302 5,737 7,210 10,369 
Premises and equipment . 1,249 1,320 1,872 1,696 1,785 1,870 1,975 2,057 1,914 1,921 1,800 
Other assets (8,445 8,094 8,446 7,045 6,448 5,490 5,369 5,228 3,421 2,621 2,863 
~40,477 33,822 Diyooe 34,078 28,650 26,038 13,549 13,587 11,072 11,752 15,032 


$ 289,740 $ 270,650 $ 274,399 $ 244,774 $ 231,498 $ 196,030 $ 173,079 $ 164,941 $ 138,293 $ 132,352 $ 125,938 


Liabilities and shareholders’ equity 


Deposits i 
Personal $ 89,632 $ 87,359 $ 85,910 $ 86,106 $ 90,774 $ 89,929 $ 85,214 $ 84,696 $ 67,648 $ 64,332 $ 60,577 
Business and government 93,618 86,223 76,107 64,368 47,799 39,900 36,422 33,781 30,245 29,740 ay be 1a 
Bank 19,646 14,315 17,988 22.705 23,244 13,662 14,179 11,922 14,329 10,950 11,256 
202,896 187,897 180,005 173,229 161,817 143,491 135,815 130,399 112,222 105,022 99,168 
Other 
Acceptances 11,628 9,257 10,620 10,561 7,423 6,300 6,205 6,302 5,737 7,210 10,369 
Securities sold short 13,419 17,885 14,404 11,152 8,331 7,128 5,569 5,362 3,628 2,650 1,523 
Repurchase agreements 9,005: 9,396 11,264 9,458 16,526 4,090 5,341 2,533; 787 641 29 
Derivative-related amounts (1) 18,574 15,219 29,370 14,732 13,449 12,384 . - - - - - 
Other liabilities 14,149 13,682 12,258 10,494 10,828 9,970 7,986 8,919 5232 5,913 5,998 
66,775. 65,439 77,916 56,397 56,557 39,872 25,101 23,116 15,384 16,414 17,919 
Subordinated debentures 5,825 4,596 4,087 4,227 3,602 3,528 3,481 3,410 3,106 3,081 2,299 
Non-controlling interest in subsidiaries _ 703 103 499 531 108 107 93 86 75 73 98 
Shareholders’ equity 
Capital stock 
Preferred 2,037 2,009 2,144 1,784 1,752 1,990 2,266 2,248 1,594 1,661 1,146 
Common 3,076 3,065 2,925 2,907 2,876 2,910 2,910 2,910 2,910 2,726 2,450 
Retained earnings 8,428 7,541 6,823 5,699 4,786 4,132 3,413 Zr te 3,002 3,375 2,858 
13,541 12,615 11,892 10,390 9,414 9,032 8,589 7,930 7,506 7,762 6,454 


$ 289,740 $ 270,650 $ 274,399 $ 244,774 $ 231,498 $ 196,030 $ 173,079 $ 164,941 $ 138,293 $ 132,352 $ 125,938 


(1) — As the information is not reasonably determinable, amounts for years prior to 1995 have not been restated to reflect the presentation of derivative-related amounts on a gross basis. 
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($ millions, except per share amounts) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 
Interest income 
Loans Set2eno, $ 11,287 $ 11,643 $ 9,922 $ 91856 $* LO;057 $ 8,899 $ 8,247 §$ 8,957 $ 10,670 $ 11,238 
Securities 2,518 2,075 1,842 2,140 2,430 2,154 1,629 1,295 1,012 896 1,063 
Deposits with banks 975 841 822 1,009 922 817 479 Sel 421 613 666 
16,109 14,203 14,307 13,071 13,208 13,028 11,007 9,863 10,390 12,179 12,967 
Interest expense 
Deposits 9,057 7,636 Vigf SZ 6,548 Fe iN) 7,362 5,477 4,995 5,868 7,940 9,081 
Other liabilities 1,429 1,161 el72 1,139 1,126 792 761 567 S22 209 145 
Subordinated debentures 344 286 339 384 322 330) 290 263 272 271 220 
10,830 9,083 9,243 8,071 8,563 8,489 6,528 5,825 6,462 8,420 9,446 
Net interest income 5,279 5,120 5,064 5,000 4,645 4,539 4,479 4,038 3,928 3,759 3,521 
Other income ‘ 
Capital market fees 1,810 1,209 1,118 ebyZ 764 434 567 456 356 258 264 
Trading revenues 1,540 1,106 748 606 368 362 345 414 387 238 234 
Deposit and payment 
service charges 756 688 664 690 701 681 661 649 654 601 560 
Investment management 
and custodial fees 684 547 495 404 319 286 278 101 82 69 71 
Mutual fund revenues 528 479 447 354 241 190 202 64 37 16 14 
Card service revenues 420 362 305 332 282 278 258 203 183 197 197 
Securitization revenues a5: 222 218 - - - - - - - - 
Gain on sale of securities (11) 28 343 37, 107 17 49 169 14 il - 
Other 890 839 647 684 484 490 503 395 389 568 404 
6,732 5,480 4,985 4,279 3,266 2,738 2,863 2,451 2,102 1,958 1,744 
Gross revenues 12,011 10,600 10,049 9,279 7,911 7,277 sae. 6,489 6,030 5,717 5,265 
Provision for credit losses ; 691 760 575 380 440 580 820 1750) 2,050 605 420 
"11,320 9,840 9,474 8,899 7,471 6,697 6,522 4,739 3,980 Syke 4,845 
Non-interest expenses ' 
Human resources 4,651 4,013 3,594 35365 2,851 2,563 2,675 2,386 2,170 2,072 1,889 
Occupancy 570 564 508 559 507 473 500 593 476 394 334 
Equipment 665 677 585 605 492 506 460 473 382 335, 287 
Communications 695 699 665 587 523 461 450 SWI 372 372 362 
Other 1,000 1,107 1,047 937 739 654 Sy AS) 586 517 445 444 
7,581 7,060 6,399 6,053 Lave eee) 4,657 4,661 4,415 3,917 3,618 3,316 
Net income before income taxes 3,739 2,780 3,075 2,846 2,359 2,040 1,861 324 63 1,494 1,529 
Income taxes 1,445 1,015 15175 1,090 880 755 655 (5) (65) 495 555 
Net income before 
non-controlling interest 2,294 1,765 1,900 1,756 1,479 1,285 1,206 329 128 999 974 
Non-controlling interest 20 8 76 Ta 49 23 Syl 29 21 16 9 
Net income $ 2,274 $ 1,757. $ 1,824 $ 1,679 $ 1,430 $ 1,262 $ 1,169 $ 300 $ 107 $ 983 $ 965 
Preferred share dividends 134 157 145 131 144 164 168 154 123 103 96 
Net income available to 
common shareholders $ 2,140 $ 1,600 $ 1,679 $ 1,548 $ 1,286 $ 1,098 $ 1,001 $ 146 $ (16) $ 880 $ 869 
Earnings per share (loss) 
Basic $ saa: > 2:55-$ PAP SS 2.50 $ 2.05 $ 1.75 $ 1.60 $ 0.23 $ (0.03) $ 1.46 $ 150 
Fully diluted 3.47 P25) 2.65 2.45 2.05 1.75 1.60 0.23 (0.03) 1.45 1.48 
Cash basis, basic (1) 3.67 2.66 2.82 2.60 2.11 1.81 1.67 0.29 0.01 1.49 1253 
Cash basis, fully diluted (1) 3.60 2.61 2.74 255 2201 1.81 1.67 0.29 0.01 1.48 1.50 


(1) Cash basis earnings per share and fully diluted earnings per share are computed by adding back to net income the after-tax amount of amortization for goodwill and other intangibles. 
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For the year ended October 31 


($ millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 
Preferred shares 
Balance at beginning of year $ 2,009 $ 2,144 $ 1,784 $ 752 $ 1,990 $ 2,266 $ 2,248 $ 1,594 $ 1,661 $ 1,146 $ 1,151 
Issued - 296 300 ~ - - ~ 612 ~ 526 - 
Redeemed for cancellation - (400) = = (237) (272) = = (102) (5) (4) 
Translation adjustment 28 (31) 60 32 (1) (4) 18 42 35 (6) (1) 
Balance at end of year 2,037 2,009 2,144 1,784 1,752 1,990 2,266 2,248 1,594 1,661 1,146 
Common shares 
Balance at beginning of year 3,065 2,925 2,907 2,876 2,910 2,910 2,910 2,910 2,726 2,450 2,309 
Issued 109 192 18 69 - - - - 184 276 141 
Purchased for cancellation (98) (52) = (38) (34) = = = = a = 
Balance at end of year 3,076 3,065 2,925 2,907 2,876 2,910 2,910 2,910 2,910 2,726 2,450 
Retained earnings 
Balance at beginning of year (1) 7,541 6,823 5,699 4,786 4,057 3,413 Cie 3,002 Be He da 2,858 yee PR 
Net income 2,274 ihe@oy/ 1,824 1,679 1,430 1,262 1,169 300 107 983 965 
Dividends — preferred (134) (157) (145) (131) (144) (164) (168) (154) (123) (103) (96) 
common (689) (588) (543) (469) (418) (371) (364) (364) (361) (352) (337) 
Premium paid on common 
shares purchased (562) (281) = (160) (136) - = = = = = 
Issuance costs (4) (9) (7) = = - - (11) = (8) = 
Unrealized foreign currency 
translation gains and losses 2 (4) (5) (6) (3) (8) 4 (1) 4 (3) 6 
Balance at end of year 8,428 7,541 6,823 5,699 4,786 4,132 3,413 STP 3,002 35375 2,858 
Shareholders’ equity at end of year Seisoade $ 12615 $ 11,892 $ 10;390 $ 9,414 $ 9,032 $ 8,589 $ 7,930 $ 7,506 $ 7,762 $ 6,454 
(1) Retained earnings at the beginning of 1996 was reduced by $75 million as a result of the adoption of the Impaired Loans accounting standard. 
Risk Profile 
As at October 31 
($ millions) 2000 1999 1998 1997 1996 1995 1994 1993 1992 1991 1990 
Gross impaired loans 
Beginning of year $ 1,704 $ 2,001 $ 1,819 $ 2,376 $ 2,944 $ 4,424 $ 7,582 $ 7,056 $ 3,924 $ 4,203 $ 3,516 
Net additions (reductions) 813 743 628 81 384 (255) (1,128) 1,643 3,639 909 1,822 
Write-offs and adjustments (839) (1,040) (446) (638) (952) (1,225) (2,030) (1,117) (507) (1,188) (1,135) 
End of year $ 1,678 $ 1,704 $ 2,001 $ 1,819 $ 2,376 $ 2,944 $ 4,424 $ 7,582 $ 7,056 $ 3,924 ¢$ 4,203 
As a % of loans (including i 
reverse repos) and acceptances 9% 1.0% 1.1% 1.1% 1.6% 2.3% 3.6% 6.0% 6.4% 3.7% 4.0% 
Allowance for credit losses 
Specific $ 747 $ 786 $ 1,176 $ 932 $ 1,091 $ 1,439 $ 1,962 $ 2,667 $ 1,867 $ 449 $ 451 
Country risk 28 34 40 436 444 930 940 1,107 1,383 1,509 2,012 
General allowance (1) 
General allocated (1) 863 790 n.a. n.a. na. n.a. na. na. n.a. na. n.a. 
General unallocated (1) 337 290 na. na. n.a. na. n.a. na. n.a. n.a. na. 
Total general allowance (1) 1,200 1,080 850 750 700 300 300 550 325 - ~ 
Total $ 1,975 $ 1,900 $ 2,066 $ 2,118 $ 2200 > 2,669 $ 3,202 $ 4,324 $ 3575) > 1,958 $ 2,463 
Composition of allowance 
Allowance for loan losses $ 1,871 $ 1,884 $ 2,026 $ 1,769 $ 1,875 $ 2,003 $ 2,559 $ 4,255 $ Sey nies 1,958 $ 2,463 
Allowance for off-balance 
sheet and other items (2) 98 - - - - - ~ - - - - 
Allowance for loan 
substitute securities 6 16 40 30 34 - - - - - - 
Allowance for country 
risk securities - ~ - 319 326 666 643 69 - - - 
Total $ 1,975 $ 1,900 $ 2,066 $ 2,118 $ 2,235 $ 2,669 $ 3,202 $ 4,324 $ 3575s 1,958 $ 2,463 
Allowance for loan losses as a 
% of loans (including reverse 
repos) and acceptances 1.0% 1.1% 1.2% 1.1% 1.3% 1.6% 2.1% 3.5% 3.4% 1.9% 2.4% 
Allowance for loan losses as a 
% of gross impaired loans, 
excluding LDCs 112 Ate 103 94 77 60 52 52 41 18 25 
Net impaired loans $ (199) $ (196) $ (65) $ 103 $ 524 $ 1,148 $ 2,093 $ 3,258 $ 3,481 $ 2,016 $ 1,740 
As a % of loans (including 
reverse repos) and acceptances (.1)% (.1)% —% 1% 4% .9% 1.7% 2.7% 3.3% 1.9% 1.7% 
Provision for credit losses 
Specific $ 571 $ 530 $ 555 $ 330 $ 340 $ 580 $ 1,070 $ 1,775 $ 2,025 $ 705 $ 420 
Country risk - - (80) = (300) - - (250) (300) (100) = 
General provision (3) 
General allocated (3) 73 na. n.a. na. n.a. na. na. n.a. na. n.a. n.a. 
General unallocated (3) 47 na na. na. n.a. na. n.a. n.a. n.a. na. n.a. 
Total general provision 120 230 100 50 400 ~ (250) 225 325 - - 
Total $ 691 $ 760 $ 575.5 380 $ 440 $ 580 $ 820 $ 1, 75053 2,050 $ 605 $ 420 
Specific provisions as a % of 
average loans (including 
reverse repos) and acceptances .32% .30% 31% .21% .26% 48% .88% 1.64% 1.90% 67% 43% 
Provision as a % of average 
loans (including reverse repos) 
and acceptances 38 43 32 25 34 48 -67 1.61 1.93 or 43 
Net write-offs $ 677 $ 958 $ 692 $ 528 $ 1,001 $ 1,105 $ 1,979 $ 1,187 $ 547 $ 1,010 $ 1,000 
As a % of average loans 
and acceptances -38% 55% 39% 34% 77% 91% 1.63% 1.09% 51% 96% 1.02% 


(1) The general allowance was not separated into allocated and unallocated components prior to October 31, 1999. 
(2) During 2000, the allowance for off-balance sheet and other items has been separated and reported under Other liabilities. Previously, the amount was included in the allowance for loan losses. 
(3) | The general provision was not separated into allocated and unallocated components prior to November 1, 1999. 
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except per share amounts) 2000 1999 1998 INS 1996 1995 1994 1998 1992 ieysmh 1990 
Performance ratios 
Return on common equity 19.8% 15.6% 18.4% 19.3% 17.6% 16.6% 16.8% 2.4% (.3)% 15.5% 17.5% 
Return on common equity, 
cash basis (1) 20.6 16.2 TOM 20.1 18.1 17.1 17.6 3.0 .0 15.8 17.9 
Return on assets 81 .65 70 70 70 .69 70 eat .08 76 se, 
Return on assets ae 
after preferred dividends 76 59 64 .65 63 .60 .60 10 (.01) .68 71 
Net interest margin (2) 1.88 1.91 1.95 2.10 2.28 2.49 Zhe 2.88 2.93 2:95 2.97 
Other income as a % 1 
of gross revenues 55.9 SieS 49.4 46.0 41.1 37.4 38.7 37.4 34.5 33.8 32.6 
Efficiency ratio (3) 63.0 66.4 63.4 65.0 64.4 63.6 63.1 67.4 64.3 62.5 61.9 


Average balances and year-end 
off-balance sheet data 
Averages 
Total assets (4) 


$ 281,900 $ 269,900 $ 261,300 $ 239,500 $ 204,900 $ 183,800 $ 166,700 $ 142,500 $ 136,200 $ 130,100 $ 121,700 


Loans and acceptances ~ 179,800 175,654 177,984 154,412 130,378 121,459 121,741 108,562 106,376 105,231 98,414 
Deposits 193,762 184,796 178,688 166,249 147,391 136,686 133,550 114,835 108,609 102,847 95,758 
Common equity 10,814 10,264 9,107 8,003 7,320 6,627 5,964 6,052 6,313 5,693 4,965 
Total equity 12,789 12,475 11,078 9,744 97265 8,820 8,233 8,116 7,938 6,913 6,089 
Assets under administration (5) 1,175,200 967,800 829,200 783,300 522,100 407,700 346,800 274,300 
Assets under management (5) 92,300 81,600 73,400 67,700 51,200 40,400 39,100 33,100 
Capital ratios : 
Tier 1 capital Sreiaoe, $ 12,026 $ —11,593°$. 10,073 $ 9,037 $ 8,421 $ 7,660 $ 6,910 $ 6,740 $ 6,938 $ BAL2 
Total capital 19,044 16,698 16,480 14,705 12,069 11,913 i525 10,941 10,483 10,686 8,525 
Total risk-adjusted assets 158,364 149,078 157,064 147,672 128,163 121,350 120,158 117,043 114,298 113,975 1b57035 
Common equity/ 
risk-adjusted assets 7.3% 7.1% 6.2% 5.8% 6.0% 5.8% 5.3% 4.9% 5.2% 5.4% 4.6% 
Tier 1 capital ratio 8.6. 8.1 74 6.8 7.0 6.9 6.4 3) 8) 5:9 6.1 5.0 
Total capital ratio 12.0 2 10.5 10.0 9.4 9.8 9.6 9.3 9.2 9.4 7.4 
Common share information (6) « 
Shares outstanding (in thousands) 
As at October 31 602,398 617,768 617,581 616,671 621,059 628,310 628,310 628,310 628,310 612,920 586,535 
Average basic 606,389 626,158 617,324 617,812 628,242 628,310 628,310 628,310 621,086 603,614 580,486 
Average fully diluted 624,328 649,300 644,040 638,130 628,242 628,310 628,310 628,310 621,086 606,530 591,890 
Dividends per share $ 1.14 $ 0.94 $ 0.88 $ 0.76 $ 0.67 $ 0.59 $ 0.58 $ 0.58 $ 0.58 $ 0.58 $ 0.58 
Book value per share 19.10 VAT. 15.78 13.96 12.34 IZA 10.07 9.05 9.41 9.96 9.05 
Share price — High (7) 48.88 42.13 46.10 38.23 22.20 15.69 15.94 14.44 14.50 13375) 12.85 
Low (7) 27.25 29.65 28.75 22.00 14.88 12.94 12.57 11.00 10.75 10.25 9.88 
Close (7) 48,30 Sl ws 35.55 37.68 22.15 15.07 14.19 13.63 12.07 13.50 10.38 
Price/earnings multiple (8) 11.0 14.3 14.1 12.3 9.1 8.2 8.9 - - 8.2 beg 
Dividend yield (9) - 3.0% 2.6% 2.4% 2.5% 3.6% 4.1% 4.1% 4.6% 4.6% 4.8% 5.1% 
Dividend payout ratio (10) 32 37 32 30 33 34 36 - - 40 39 
Other information 
Number of employees (11) 49,232 51,891 51,776 48,816 46,205 , 49,011 49,208 52,745 49,628 50,547 50,106 
Automated banking machines 4,569 4,585 4,317 4,248 4,215 4,079 3,948 3,981 3,828 3,651 3,142 
Service delivery units 
Canada 1333 1,410 1,422 1453 1,493 L277 1,596 1,731 1,661 1,645 1,617 
International (12) 306 99 106 105 103 105 97 95 83 102 48 
Total 1,639 1,509 1,528 1,558 1,596 1,682 1,693 1,826 1,744 1,747 1,665 
(1) Return on common equity, cash basis, is computed by adding back to net income the after-tax amount of amortization of goodwill and other intangibles. 
(2) Net interest income as a percentage of average assets. 
(3) Non-interest expenses as a percentage of taxable equivalent net interest income and other income. 
(4) As the information is not reasonably determinable, amounts for years prior to 1995 have not been restated to reflect the presentation of derivative-related amounts on a gross basis. 
(5) Amounts prior to 1996 are as at September 30. Assets under administration and assets under management balances were not reported prior to 1993. 


All Common Share information has been restated to reflect the stock dividend. 


(10) Common dividends as a percentage of net income after preferred dividends. The ratios for 1993 and 1992 are not meaningful. 


(11) On a full-time equivalent basis. 


(12) International service delivery units since 1991 include (in addition to branches) representative offices, agencies and subsidiaries. 


High and low price of Common Shares traded on The Toronto Stock Exchange during the year and the closing price on the last trading day of October. 
Average of high and low Common Share price divided by fully diluted earnings per share. The multiples for 1993 and 1992 are not meaningful. 
(9) Dividends per Common Share divided by the average of high and low share price. 


On October 5, 2000, the bank paid a stock dividend of one Common Share on each of its issued and outstanding Common Shares. The effect is the same as a two-for-one share split. 
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Supplementary Information 


Quarterly Highlights 


2000 1999 
($ millions, except per share amounts; taxable equivalent basis) a4 Q3 Q2 ql Q4 Q3 Q2 Ql 
Statement of income ; ~ 
Net interest income $ 1,381 $ 1,300 $ 1,346 $ 1,280 $ 1,347 $ 1,283 $ 1,252 $ 1,273 
Other income 1,753 L747. 1,724 1,538 L512 1,354 1,306 1,308 
Provision for credit losses (174) (172) (172) (173) (235) (175) (175) (175) 
Non-interest expenses (2,020) (1,902) (1,900) (1,759) (1,860) (1,696) (1,671) (1,833) 
Income taxes (331) (367) (418) (357) (278) (298) (264) (210) 
Non-controlling interest (14) - (2) (2) (2) (2) (2) (2) (2) 
Net income $ 595 $ 574 $ 578 $ 527 $ 484 $ 466 $ 446 $ 361 
Earnings per share 
Basic $ 0.93 $ 0.90 $ 0.89 $ 0.81 $ 0:71 °$ 0.67 $ 0.65 $ 0.52 
Fully diluted 0.92 0.88 0.88 0.79 0.70 0.66 0.64 0.51 
Cash basis, basic (1) 0.97 0.94 0.93 0.83 0.74 0.70 0.68 0.54 
Cash basis, fully diluted (1) 0.95 0.91 0.91 0.82 0.72 0.69 0.66 0.53 
Performance ratios 
Return on common equity 20.0% 19.7% 20.8% 18.7% 16.6% 16.2% 16.5% 12.9% 
Return on common equity, cash basis (1) 20.9 20.6 21.5 19.3 17.3 16.8 17.1 13.6 
Return on assets 81 81 84 76 70 68 70 Bo | 
Return on assets after preferred shares LT 76— .80 Jes .64 62 64 AT 
Net interest margin 1.89 1.83 1.96 1.85 1.94 1.86 1.96 1.87 
Other income as a % of gross revenues 55.9 56.9 56.2 54.6 52.9 SL oa 50.7 
Efficiency ratio 64.5 63.0 61.9 62.4 65.1 64.3 65.3 71.0 
Balance sheet 
Assets : i \ 
Cash resources and securities $ 76,616 $ 75,940 $ 69,360 $ 71,038 $ 73,601 $ 74,264 $ 65,759 $ 63,592 
Residential mortgages 62,984 62,588 60,999 60,035 59,242 59,959 58,729 58,131 
Personal loans 28,019 27,220 26,802 26,213 253255 24,369 24,193 23,209 
Credit card loans 4,666 4,224 3,270 2,690 2,666 2,193 2,206 2,058 
Business and government loans 60,546 58,244 60,834 59,629 57,676 59,438 59,724 63,369 
Assets purchased under reverse repurchase agreements 18,303 15,100 19,419 15,284 20,272 25,452 22,395 17,461 
Allowance for loan losses (1,871) (1,845) (1,869) (1,937) (1,884) (1,940) (1,850) (2,153) 
Other assets 40,477 35,602 37,042 37,058 33,822 34,828 35,456 41,469 


Liabilities and shareholders’ equity 
Personal deposits 
Other deposits 
Other liabilities 
Subordinated debentures 
Non-controlling interest in subsidiaries 
Total equity 


$ 289,740 $ 277,073 $ 275,857 $ 270,010 $ 270,650 $ 278,563 $ 266,612 $ 267,136 


$ 89,632 $ 88,900 $ 88,777 $ 87,467 $ 87,359 $ 86,990 $ 87,019 $ 


113,264 
66,775 
5,825 
703 
13,541 


107,845 
61,427 
5,091 
690 
13,120 


106,855 
62,194 
5,104 


390 


12,888 


103,293 
61,440 
5,072 
103 
12,635 


100,538 
65,439 
4,596 
103 
12,615 


103,470 
70,305 
4,678 
103 
13,017 


96,478 
65,903 
4,631 
102 
12,479 


86,145 
93,568 
70,758 
4,332 
102 
12,231 


Selected average balances and off-balance sheet data 
Averages 
Total assets 


$ 289,740 $ 277,073 $ 275,857 $ 270,010 $ 270,650 $ 278,563 $ 266,612 $ 267,136 


$ 291,200 $ 282,000 $ 278,600 $ 275,600 $ 274,800 $ 273,300 $ 261,600 $ 269,800 


$ 


$ 


Loans and acceptances 184,690 181,507 180,302 
Deposits 201,030 194,132 188,591 
Common equity 11,174 —«:10,880 10,670 
Total equity 13,197 12,897 12,671 
Assets under administration 1,175,200 1,147,400 1,099,400 
Assets under management 92,300 95,200 94,000 
Provision for credit losses 6 
Specific $ 134 $ 172 $ 132 
General provision (2) 
General allocated (2) 8 - 35 
General unallocated (2) a2 - 5 
Total general provision 40 - 40 
Total $ 174 $ ~172_$ 172 
Net impaired loans as a % of loans and acceptances (.11)% (.06)% (.12)% 
Capital ratios 
Common equity/risk-adjusted assets 7.3% 7.2% 7.1% 
Tier 1 8.6 8.5 8.0 
Total 12.0 11.5 11.1 
Common share information 
Shares outstanding (in thousands) 
End of period 602,398 601,628 604,723 
Average basic 602,108 602,494 608,285 
Average fully diluted 620,475 622,377 628,969 
Dividends per share $ 0.30 $ 0.30 $ 0.27 
Book value per share 19.10 18.45 17.98 
Share price — High 48.88 41.13 38.25 
Low 39.17 34.40 28.38 
Close 48.30 39.65 34.95 
Dividend yield 2.7% 3.2% 3.2% 
Dividend payout ratio 32 33 30 


172,725 
191,216 
10,528 
12,530 
1,027,300 
86,400 


133 


173 
(.20)% 


608,783 
612,708 
635,731 
0.27 
17.48 
34.70 
27.25 
29.53 
3.5% 

33 


178,332 177,590 172,666 174,072 
189,334 185,639 182,092 182,031 
10,536 10,425 10,170 9,922 
12,852 12,688 12,294 12,061 
967,800 927,600 893,800 861,600 
81,600 81,400 79,300 77,200 
$ 5 $ 175 $ 175 $ 175 
n.a. n.a. n.a. n.a. 
n.a. n.a. n.a. n.a. 
230 = - - 
$ 235.$ 175 $ 175 175 
(.11)% (.04)% (.09)% (.12)% 
7.1% 7.1% 7.0% 6.8% 

8.1 8.4 8.1 7.9 

a2 11.6 11.4 11.3 
617,768 626,292 627,805 627,325 
622,471 627,532 627,537 627,137 
646,145 651,372 651,724 649,566 
$ 0.24 $ 0.24 $ 0.23 $ 0.23 
LAAT 16.91 16.52 16.10 
33.95 36.25 40.35 42.13 
29.65 31.40 34.23 32.65 
31.73 32.63 35.55 39.05 
3.0% 2.8% 2.5% 2.5% 

34 35 35 45 


(1) Cash basis return on common equity, earnings per share and fully diluted earnings per share are computed by adding back the after-tax amount of amortization of goodwill and other intangibles. 
(2) The general provision was not separated between allocated and unallocated components prior to November 1, 1999. 
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Directors and Executive Officers 


Directors 


John E. Cleghorn, F.C.A. (1987) 
Toronto 

Chairman and 

Chief Executive Officer 

Royal Bank of Canada 


George A. Cohon, 0.C. (1988) 
Toronto 

Founder and Senior Chairman 
McDonald’s Restaurants 

of Canada Limited 


G.N. (Mel) Cooper, 

C.M., 0.B.C. (1992) 
Victoria 

Chairman and 

Chief Executive Officer 
Seacoast Communications 
Group Inc. 


Douglas T. Elix (2000) 
Somers, New York 

Senior Vice-President and 
Group Executive 

IBM Global Services 

IBM Corporation 


John T. Ferguson, F.C.A. (1990) 
Edmonton 

Chairman of the Board 
Princeton Developments Ltd. 
Chair of the Board 

TransAlta Corporation 


L. Yves Fortier, C.C., Q.C. (1992) 
Montreal 
Chairman 

Ogilvy Renault 


The Hon. Paule Gauthier, 
PCO .Ce Ora qugoi) 
Quebec City 

Senior Partner 
Desjardins Ducharme 
Stein Monast 


J. Edward Newall, 0.C. (1984) 
Calgary 

Chairman of the Board 

NOVA Chemicals Corporation 


David P. O’Brien (1996) 
Calgary 

Chairman, President and 
Chief Executive Officer 
Canadian Pacific Limited 


Charlotte R. Otto (2000)* 
Cincinnati, Ohio 

Global External Relations Officer 
The Proctor & Gamble Company 


Robert B. Peterson (1992) 
Toronto 

Chairman, President and 
Chief Executive Officer 
Imperial Oil Limited 


Executive Officers - Group Management Committee 


John E. Cleghorn 
Chairman and 
Chief Executive Officer 


Peter W. Currie 
Vice-Chairman and 
Chief Financial Officer 


Gordon J. Feeney 
Deputy Chairman 


Anthony S. Fell** 
Chairman, RBC Dominion 
Securities Inc. 


Suzanne B. Labarge 
Vice-Chairman and 
Chief Risk Officer 


Martin J. Lippert 
Vice-Chairman and 
Chief Information Officer 


J. Pedro Reinhard (2000) 
Midland, Michigan 
Executive Vice-President and 
Chief Financial Officer 

The Dow Chemical Company 


Hartley T. Richardson (1996) 
Winnipeg 

President and 

Chief Executive Officer 
James Richardson & Sons, 
Limited 


Kenneth C. Rowe, F.C.1.S. (1985) 
Halifax 

Chairman and 

Chief Executive Officer 

|.M.P. Group International Inc. 


Guy Saint-Pierre, 0.C. (1990) 
Montreal 

Chairman of the Board 
SNC-Lavalin Group Inc. 


Robert T. Stewart (1988) 
Vancouver 
Company Director 


W. Reay Mackay 
Vice-Chairman 
Wealth Management 


Gordon M. Nixon 

Deputy Chairman and 

Chief Executive Officer 

RBC Dominion Securities Inc. 


James T. Rager 
Vice-Chairman 
Personal & Commercial Banking 


Allan R. Taylor, 0.C. (1983) 
Toronto 

Retired Chairman and 
Chief Executive Officer 
Royal Bank of Canada 


Sheelagh D. Whittaker (1993) 
Toronto 

Chair, President and 

Chief Executive Officer 

EDS Canada Inc. 


Victor L. Young, 0.C. (1991) 
St. John’s 

Chairman and 

Chief Executive Officer 
Fishery Products International 
Limited 


The date appearing after the name of 
each director indicates the year in which 
the individual became a director. The term 
of office of each director will expire at 

the next Annual Meeting of Shareholders 
on February 23, 2001. 


*Appointed November 21, 2000. 


W. James Westlake 
Executive Vice-President, 
Insurance, and 

President and 

Chief Executive Officer 

RBC Insurance Holdings Inc. 


**On October 31, 2000, Anthony S. Fell 
stepped down as Deputy Chairman, 

Royal Bank and a member of its Group 
Management Committee, but remains 
Chairman of RBC Dominion Securities Inc. 
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Corporate Governance 


The corporate governance policies of Royal Bank are designed to 
strengthen the ability of the Board of Directors to supervise management 
and to enhance long-term shareholder value. 

To maintain high standards of corporate governance in a rapidly 
changing environment, the bank’s governance system is subject to 
ongoing review and assessment. This is carried out by the board’s 
Corporate Governance Committee, with the goal of promoting board 
effectiveness and adapting the bank’s governance system to changing 
needs and circumstances. 

The bank’s system of governance is consistent with The Toronto 
Stock Exchange guidelines for effective corporate governance. A point- 
by-point comparison of these guidelines with the bank’s governance 
procedures is contained in the Management Proxy Circular issued in con- 
nection with the 2001 Annual Meeting. 


Responsibilities: The board specifies those matters that require its 
approval and delegates others to management. Key functions of the 
board include succession planning, selecting senior management, evalu- 
ating management performance and effectiveness, reviewing strategy 
and major business decisions, identifying risks, and assessing the integ- 
rity and effectiveness of the bank’s internal controls and management 
information systems. 


Composition: Over the past decade, to foster teamwork and facili- 
tate open and effective dialogue, the size of the board has been reduced 
substantially. As of November 21, 2000, there were 19 directors. 

The strength of the board is built upon the background, diversity, 
qualities, skills and experience of its members. With advice from outside 
consultants, the Corporate Governance Committee recommends to the 
board candidates suitable for nomination. Nominees are selected for 
qualities such as business judgment, integrity, business or professional 
expertise, international experience, residency, and familiarity with geo- 
graphic regions relevant to the bank's strategic priorities. 

The Corporate Governance Committee reviews the composition and 
mandates of the board’s five committees. Significant elements of the man- 
dates and activities of the board committees are described on page 85. 


Independence: To ensure board independence from management, 
an independent director, the Chairman of the Corporate Governance 
Committee, serves as a liaison between the board and senior management. 
Following every board meeting, this director chairs sessions attended 
only by non-management directors. 
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Board policy permits no more than two board members from man- 
agement. Currently only one director, the Chairman and Chief Executive 
Officer, is from management. 

The bank complies with Bank Act provisions and The Toronto Stock 
Exchange guidelines with regard to directors being “affiliated” with or 
“related” to the bank. Only two directors are “affiliated” with and only 
two are “related” to the bank. In both cases, this is considerably below 
the limits required by the Bank Act and suggested in the stock exchange 
guidelines. 

All committees of the board consist solely of outside directors, 
a majority of whom are unrelated to the bank. 

To further strengthen independence, the Human Resources Com- 
mittee and the board annually evaluate the CEO. In consultation with 
outside experts, they determine the compensation of the CEO and other 
senior management. 


Information: The board has timely access to the information it 
needs to carry out its duties. Directors help set the agenda for board and 
committee meetings, receive a comprehensive package of information 
prior to each board and committee meeting, and attend an annual strat- 
egy planning session. As well, after each committee meeting, the full 
board receives a report on the committee’s work. An ongoing education 
program and a Director’s Guide, focusing on roles and responsibilities of 
board members, are provided for directors. 


Communications: The bank is committed to openness, excellence 
and timeliness in its communications. The investor relations staff pro- 
vide information to current and potential investors and respond to their 
inquiries. It is bank policy that every shareholder inquiry receives a 
prompt response from an appropriate officer. Senior executives, including 
the Chief Executive Officer and Chief Financial Officer, meet regularly 
with financial analysts and institutional investors. The bank’s quarterly 
earnings conference calls with analysts and institutional investors are 
broadcast live and archived on the Internet and are accessible on a live 
and recorded basis via telephone to interested retail investors, the media 
and members of the public. Presentations at investor conferences are 
promptly made available on the Internet or via telephone. The bank also 
makes significant disclosure documents available on its investor relations 
Web site at: royalbank.com/investorrelation 


Mandates and Activities of Board Committees 


The board delegates certain work to board committees. This allows in- 
depth analysis of issues by the committees and more time for the full 
board to discuss and debate items of business. Each committee annually 
evaluates its effectiveness in carrying out its mandate. 


Audit Committee 


reviews matters prescribed by the Bank Act, including annual and 
quarterly financial statements, and returns specified by the Super- 
intendent of Financial Institutions Canada. 

meets separately with the external auditors, the Chief Internal 
Auditor and senior management to discuss matters deemed appro- 
priate by the committee. 

requires management to implement and maintain appropriate sys- 
tems of internal control and meets with the Chief Internal Auditor 
and with management of the bank to assess the adequacy and 
effectiveness of those systems. 

reviews investments and transactions that could adversely affect 
the well-being of the bank. 

reviews reports on significant litigation and regulatory compliance 
matters. 

reviews prospectuses relating to the issue of securities of the bank. 
reviews the duties, responsibilities, annual internal audit plan and 
staffing of the internal audit function and reviews and concurs in 
the appointment of the Chief Internal Auditor. 

meets with the Chief Internal Auditor to review any significant 
issues reported to management and management’s responses to 
any such reports. 

together with the Board of Directors, selects and evaluates the 
external auditors to be proposed for appointment by shareholders. 
reviews with the external auditors the external audit plan and the 
independence and objectivity of the external auditors, including for- 
mal written statements delineating relationships between the external 
auditors and the bank that may impact on such independence and 
objectivity, and recommends actions that the board should take to 
satisfy itself of the independence of the external auditors. 

reviews and approves policies and programs related to liquidity man- 
agement and capital management to ensure compliance with the 
Canada Deposit Insurance Corporation Standards of Sound Business 
and Financial Practices (the “CDIC Standards”) and reviews mea- 
sures implemented to ensure compliance with CDIC’s Internal 
Control Standard. 


Members: G.N. Cooper, J.E. Newall, R.B. Peterson (Chair), 
J.P. Reinhard, R.T. Stewart, A.R. Taylor, V.L. Young 


Conduct Review and Risk Policy Committee 


reviews bank procedures for complying with the rules of the Bank 
Act concerning “related parties.” 

establishes and monitors procedures for restricting the use of confi- 
dential information, dealing with complaints, disclosing information 
to customers, and resolving conflicts of interest. 

approves risk principles and reviews other significant investment, 
lending and other credit policies, standards and procedures in 
respect of a portfolio of loans, position risk, investments, foreign 
exchange risk, interest rate risk and other credit exposures. 
reviews the amount, nature, characteristics, concentration and 
quality of the bank's credit portfolio, as well as all significant expo- 
sures to credit risk and the adequacy of the bank’s provisions for 
credit losses. 

reviews credits to directors or entities in which they are partners, 
directors or officers. 

reviews credits for amounts exceeding authorities delegated to 
management. 


reviews and approves the risk policies and procedures recommended 
by the bank’s management and annually reviews the credit risk 
management, real estate appraisals, securities portfolio manage- 
ment, foreign exchange and interest rate risk management policies 
and programs to ensure compliance with the CDIC Standards. 


Members: J.T. Ferguson (Chair), P. Gauthier, H.T. Richardson, 
K.C. Rowe, R.T. Stewart, V.L. Young 


Corporate Governance Committee 


makes recommendations regarding the effectiveness of the system 
of corporate governance, including the board program and forward 
agenda for board and committee meetings, the frequency and 
content of meetings, the need for any special meetings, communi- 
cation processes between the board and management, mandates of 
board committees, and policies governing size and composition of 
the board. 

assesses the performance of the board including its committees, 
and monitors directors’ performance. As part of this process, direc- 
tors periodically evaluate in writing the performance of the board 
and its committees, and the resulting data is analyzed by an inde- 
pendent outside consultant. 

reviews the credentials of directors standing for re-election. 
identifies and recommends to the board candidates suitable for 
nomination as directors, in consultation when necessary with inde- 
pendent outside consultants. 

reviews shareholder proposals and recommends to the board the 
bank’s response to the proposals. 

advises management in the planning of the annual strategy meeting 
attended by directors and senior management. 

reviews the compensation of directors and, based on a report from 
an independent outside consultant, recommends appropriate 
adjustments. 


Members: L.Y. Fortier, J.E. Newall, D.P. O’Brien, K.C. Rowe, 
G. Saint-Pierre (Chair), S.D. Whittaker 


Human Resources Committee 


reviews and approves principles for employee recruitment, hiring, 
training, compensation and evaluation. 

reviews management succession plans for executive officers. 
reviews the compensation policies and recommends incentive pro- 
grams to the board. 

reviews the position description for the CEO and annually evaluates 
the CEO’s performance against corporate objectives approved by 
the board. 

recommends to the board the remuneration of the CEO and other 
senior executives. 

reviews the bank’s pension plan performance. 


Members: G.A. Cohon, D.T. Elix, L.Y. Fortier (Chair), P. Gauthier, 
D.P. O’Brien, R.B. Peterson, G. Saint-Pierre 


Public Policy Committee 


reviews whether the conduct of the bank’s business is ethical and 
socially responsible. 

oversees the bank’s communications policy, including processes for 
communicating with customers, employees, shareholders, and the 
community. 

reviews policies designed to create a positive corporate image. 
reviews the bank's policy on and budget for political donations. 
reviews the charitable contributions policy and budget. 


Members: G.A. Cohon (Chair), G.N. Cooper, J.T. Ferguson, C.R. Otto*, 
H.T. Richardson, A.R. Taylor, S.D. Whittaker 


“Appointed November 21, 2000. 
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Principal Subsidiaries 


Principal subsidiaries (1) 


Principal 
office address (2) 


Carrying value of 
voting shares owned 
by the bank (3), (4) 


Royal Bank Mortgage Corporation (5) Montreal, Canada $ 7S 
Royal Trust Corporation of Canada (5) Toronto, Canada 649 
The Royal Trust Company Montreal, Canada 306 
RBC Capital Trust Toronto, Canada 139 
Royal Mutual Funds Inc. Toronto, Canada 1 
Royal Bank Action Direct Inc. Richmond Hill, Canada 95 
Connor Clark Limited Toronto, Canada 143 
Royal Bank Holding Inc. Toronto, Canada 9,450 
Royal Bank DS Holding Inc. Toronto, Canada 
RBC Dominion Securities Limited (6) Toronto, Canada 
RBC Dominion Securities Inc. Toronto, Canada 
RBC Dominion Securities Corporation (6) New York, U.S. 
Royal Bank Realty Inc. Montreal, Canada 
RBC Insurance Holdings Inc. Mississauga, Canada 
RBC Travel Insurance Company Mississauga, Canada 
RBC Life Insurance Company Mississauga, Canada 
RBC General Insurance Company Mississauga, Canada 
Royal Bank Equity Partners Limited Toronto, Canada 
RT Investment Management Holdings Inc. Toronto, Canada 
Royal Bank Investment Management Inc. Toronto, Canada 
RT Capital Management Inc. Toronto, Canada 
3305988 Canada Inc. Toronto, Canada 
Royal Bank Ventures Inc. Toronto, Canada 
R.B.C. Holdings (Bahamas) Limited Nassau, Bahamas 
Royal Bank of Canada Trust Company (Bahamas) Limited Nassau, Bahamas 
Multinational Services (Cayman) Limited (5) George Town, Grand Cayman 
Finance Corporation of Bahamas Limited Nassau, Bahamas 
Royal Bank of Canada Reinsurance (Cayman) Limited George Town, Grand Cayman 
Royal Bank of Canada Insurance Company Ltd. St. Michael, Barbados 
Royal Bank of Canada (Asia) Limited Singapore 
Investment Holdings (Cayman) Ltd. George Town, Grand Cayman 
Royal Bank of Canada (Barbados) Limited St. Michael, Barbados 
Royal Bank of Canada (Caribbean) Corp. St. Michael, Barbados 
RBC Holdings (USA) Inc. New York, U.S. 838 
RBC Holdings (Delaware) Inc. Delaware, U.S. 
Security First Network Bank Georgia, U.S. 
Prism Financial Corporation Chicago, U.S. 
Bull & Bear Securities Inc. New York, U.S. 
RBC Insurance Holdings (USA) Inc. Delaware, U.S. 
Royal Bank of Canada Financial Corporation St. Michael, Barbados 2 
Atlantis Holdings Limited St. Michael, Barbados 446 
RBC Finance B.V. Amsterdam, Netherlands 2,008 
Royal Bank of Canada (Suisse) Geneva, Switzerland 
RBC Holdings (Channel Islands) Limited Guernsey, Channel Islands 
Royal Bank of Canada (IOM) Limited Isle of Man, British Isles 
Royal Bank of Canada (Channel Islands) Limited Guernsey, Channel Islands 
Royal Bank of Canada (Jersey) Limited Jersey, Channel Islands 
Royal Bank of Canada Trust Company (Jersey) Limited Jersey, Channel Islands 
Royal Bank of Canada Trust Company (Cayman) Limited George Town, Grand Cayman 
Royal Bank of Canada Holdings (U.K.) Limited London, England 
Royal Bank of Canada Europe Limited London, England 
RBC Investment Management (Asia) Limited Hong Kong, China 36 


Royal Trust Bank (Asia) Limited (5) 


Singapore 


S 


(1) The bank owns 100% of the voting shares of each subsidiary, except Finance Corporation of Bahamas Limited (75%). 
(2) The subsidiaries are incorporated under the laws of the country in which the principal office is situated, except for RT Investment Management Holdings Inc., which is incorporated under the 
laws of the province of Ontario, and RBC Holdings (USA) Inc. and RBC Insurance Holdings (USA) Inc., which are incorporated under the laws of the state of Delaware, U.S. 


(3) The carrying value (in millions of dollars) of voting shares is stated as the bank's equity in such investments. 
(4) Carrying value of voting shares owned by the bank is based on Canadian GAAP. 

(5) The subsidiaries have outstanding non-voting shares of which the bank, directly or indirectly, owns 100%. 
(6) | RBC Dominion Securities Limited owns 45% of RBC Dominion Securities Corporation. 
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Underwriting Mai 
Services inc. ROYAL TRUST is a trade-mark of Royal Bank of Canada used under license by The Royal Trust Company. RBC TruC is a trade-mark of Royal Bank of Canada under 


Shareholder Information a : 


» oe oS Annual Meeting of The Bank c 
Shareholders will be held 101 Barclay 
at Hotel Vancouver, New York 
British Columbia Ballroom, U.S. 10% Montreal Trust Company of to.an account at any financial 
Conference Level, Canada, at their mailing institution that is amember 
900 West Georgia Street, address, and for dividend and of the | an Payments 
Vancouver, British Columbia, state sfers, shareholde 
Canada, on Friday, February 23, 
Royal Bank of Canada 
200 Bay Street 
Toronto, Ontario, Canada 
Tel: (416) ie 
Fax: (416) 955-7800 
P.O. Box 1 ¥ 
Toronto, Ontario 
Canada M5J 2/5 
Web site: 
royalbank.com 
All preferred shares are listed 1 Quai 
Transfer Agent on The Toronto Stock Exchange. _ First quarter 
and Registrar Second quarter 
Main Agent For capital gains purposes, the Fourth quarter 
Montreal Trust Company Valuation Day (December 22, 
of Canada 1971) cost base for the bank’s Dividend Dates for 2001 
common shares, is $7.38 per Subject to approval by the Board of Directors. 
Street address: share. This amount has been Riedie hte gt 
1800 McGill College Avenue adjusted to reflect the two-for- pest Sea ee IE Record « dates 
Montreal, Quebec, one share split of March 1981 = Common and sae Jan. 24 
Canada H3A 3K9 and the two-for-one share split shares series H, |, J, K, Apr. 24 
Tel: (514) 982-7555, or of February 1990. The one- N, O and P Jul. 25 
1-800-564-6253 for-one stock dividend paid in Oct. 24 Nov 23 
Fax: (514) 982-7635 October 2000 did not affect Prefered shares series E-, Last ee eae 
the Valuation Day value for the following month 
Mailing address: bank’s common shares. 
P.O. Box 890, Station “B” 
Montreal, Quebec 
Canada H3B 3K5 
Web site: Bibliotheque nationale du Québec 
www. montrealtrust.com @ This annual report is printed with 
XS vegetable-based ink, on acid-free paper. 
The entire book is recyclable and the 
3 glue in the binding is recoverable. 


Trade-marks used in this report include the LION & GLOBE Design, ROYAL BANK, ROYAL BANK OF CANADA, ROYALBANK.COM, ROYAL INVESTMENT SERVICES, Sp premesec Uamma 
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